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PREFACE 


This book comprises a series of lectures delivered 
by the author at the Calcutta University 
during the last cold weather. An attempt has 
. b^en jnade throughout the work to present the 
different sides to every question in a fair and 
impartial manner. The historical portion of 
the*bqok is based mainly on Parliamentary 
Papers, Blue-books of the Government of India, 
and othar official publications. For the rest of 
the book the author has tried to avail himself of 
the most authoritative sources of information. 
As it is not possible to give references in all 
cases, he desires to expreefs his gratitude to the 
authors and publishers of all works from which he 
has gathered any information. He is especially 
thankful to Mr. Sudhir Kumar Lahiri and 
Mr. Dhurjjati Prasad Mukerji, who have helped 
him with suggestions and in seeing the book 
through the press. 


Septernher, 1922 
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CHAPTER 1 


INTRODUCTORY 

For nearly hall’ a century, Indian publicists 
felt keenly, andtexpressed themselves strongly, 
on tht (juestion of the fiscal policy of India, 
•^nd tlie gro\yth of the spirit of nationalism in 
the counti;^^ has of late considerably intensified 
this feeling. But apart from sentiment, the 
subject has, in recent years, ac(|uired an impor- 
tance“from the point of view both of the Govern- 
ment and the people — which it never possessed 
•before. With the phenomenal development of 
the foreign trade of India, the income derived 
from customs tended continually to grow, and 
this tendency has been greatly accentuated by 
the levy of fresh taxes during the last few years. 
A comparison of the customs figures at different 
periods is interesting in this connection. In 
1793, the customs revenue of lildia was ribout 20 
l^khS, and, in 1858, the year of the assumption 
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of ^he direct government bf the Crown, it did tiot 
go beyond two and a half crores. In 1920-21,* 
however, the customs yielded a suifi of no less 
than 33| crores. The c-ustom.'? receipts during 
this year thuj? exceeded the land revl3uuf which 
used always to be regarded as the mainstay of 
Indian finance. The position now occupied hy 
customs in the financial system of India becomes 
still clearer when the fact is recalled that, in last 
March, the Finance Member proposed to raise, b}' 
a few strokes of his pen, as it w(ire, nearly 15 
crores of additional revenue from tliis soilrce 
alone. 

The subject has had an additional importance 
lent to it by the fact that, since the introduction 
of the recent constitutional reforms, land revenue 
has ceased to be of any benefit to the Central 
Exchequer. The Government of India is thus 
compelled to look ujion customs as the bulwark 
of its financial position. 

From the point of view of the people the 
chief interest of the subject lies in the concern 
which is now being increasingly felt for the 
economic advancement of the country. The 
apathy of the people in matters industrial has 
now given place to a jealous regard for Indians 
.economic interests, and the desire is now'heeomihg 
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• • • ' 

gefieral to follow in* the footsteps of the nfore 

^ advanced nations and use the tariff as a weapon of 
defence, if •not also of offence, in the industrial 
struggle. • 

The* popular feeling which ikIw prevails in 
regard to the subject seems to he the natural 
outcome of the tariff policy which has been ^ 
followed Sy the (government in the past. The 
present can thus be understood only with refer- 
ence to the past. Besides, the germs of the 
future are to J>e found in the past as well as the 
present. *A proper stud}' of the subjec,t must, 
therefore, ^begin with its history. 

The ^scal history of India divides itself into 
three fairly well defined periods. The first was 
the period of the Ba^>t India Company’s rule, 
when a protective polic}' was followed in the 
country. The protection was, however, in 
favour of (iieat Britain, and against India. 
The second period commenced with the transfer 
of the administration of India from the hands of 
the Company to those of the British Crown, and 
ended in 1914. These were the years during 
which the principles of free trade were applied 
with the utmost rigour. During both these 
periods, England carried oul in India her own 
trade policy. The third jieriofl was ushered in. 



4 FISCAL POLICY IN INDIA 
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with the sound of the war-drum, and bet 
said to still continuing. The financial stress 
caused by the great world upheaval led* to some 
modification of the fiscal system bf India, but 
the aftermath of the war has been responsible 
for the introduction of still greater changes into 
it The customs duties of recent years have, it 
is true, been imposed for revenue purposes, but 
their protective tendency has, in a few cases ^t 
least, l)een none the less marked. In fact, this 
period may be said to mark the tranftitiQu from 
an absolute adherence to free trade principles to 
the adoption of a policy of protection. 

The second and third chapters of the 'book 
have been devoted to a brief historical review of 
the fiscal system of India. The fourth chapter, 
also treated historically, will give the reader a 
glimpse of the state of things as it exists at 
present. Each of these periods has, again, been 
divided into sub- periods, in view of their special 
characteristics. 


An adequate understanding of the subject is 
not possible without a real grasp of the 
theoretical aspect of the question. There are 
some people who affect to deride theories. But 



forget that facts, by themselves, do not 
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convey any meaning. Facts have to be* inter- 
preted. And theory, as has been well sajd^ is 
the soul of facts. In the fifth chapter, an exam- 
ination of the theoretic bases of the two rival 
• . * * 
doctrines 'of free trade and protection has been 

attempted, and the main ideafe of the difierent 
sc^hools, have been presented in the words, as far 
as possible, of their chief exponents. 

•The question of the future tariff policy of 
India lias been discussed in the sixth chapter. 
In disc^issifig this question, not only the general 
principles, but also the special needs and condi- 
tions of India, have been kept in view. With 
the ^ain question are intimately connected 
many subsidiary questions of considerable 
importance, and these have been examined 
in the light, not merely of economic thepry, but 
also of the practice of other nations. 

In the seventh c.hapter, the subject of Imperial 
Preference has been treated with reference to 
India's present position and future possibilities. 
The question of preference within the British 
Empire has of late attracted considerable atten- 
tion in all parts of the Empire. But the 
interests of India have, as a rule, been ignored in 
these discussions. Besidel^, the discussions have 
proceeded mainly upon political consider^tictos. 
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• ^ 

In * India, however, the question has to be 
a|)proached from the economic, as well as the • 
political, standpoint. A comprehensive view of 
this question has, therefore, been adopted in 
this book. 



CHAPTER 11 

THE FISCAL POLICY OF THE EAST INDIA COMPANY 

The East India Company was, for about a 
century and a half since its foundation, a trad- 
ing corporation, pure and simple. Commercial 
expansion, in the East was its only objective 
during^ this period. The Company gradually 
acquired various commercial privileges from the 
rulers of the different parts of India. In 1716, 
a firman was granted by tlie Emperor of Delhi, 
exempting the Company’s trade from duties, 
on the payment of a pe^shcmh of 10,000 rupees 
a year. This firman recited, “ That Customs 
on English goods are only payable at Surat; 
that in Shah Jehan’s time th^se were only two 
per cent.; in the time of Auranzebe 3i at Surat, 
and none at other places; in Bahadur Shah’s 
time they were ; that by reason of the 
government officers’ oppressions, it is three 
years since they have withdrawn their factory,. 
7 
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*Id Bahar and Orixa they have no customs^. In 
Hughley they give 3,000 rupees a year in lieu^’’^ 
§ 1. (1765—1833)* 

When the East India Company assumed 
ruling powers, it developed its owci tariff system. 
But the acquisition of territories ])y the Company 
was made piecemeal. For many, years, tlie 
ma(^hinery of administration was very imperfect. 
Even after a stable form of government had been 
introduced, the three Presidemhes of Bengal, 
Bombay, and Madras were indeiiendeiit of each 
other, so far as the regulation of customs was 
concerned. The Regulating Act of 1773 did,* 
no doubt, give the Governor-Ceneral eJf Bengal 
some power of control over the other Presidencies, 
but this power was never interpreted to include 
interference in matters relating to trade and 
commerce. The result was that not only did 
each Presidency administer its own customs 
department, but had its separate tariff.'^ The 
Regulations passed by the Presidency Govern- 
ments were, however, subject to the approval of 
the Court of Directors and the Board of Control, 
and this fact helped to introduce some element 

^ J. Macgregor, Commercial Tariffs, p. 66. 

* Report of the Select Qomniittee on the Affairs of the East India 
Company, 1810. The Customs oolleotions in 1703 in Beng^al 
^ amounted to £60,000, and in 1806-7 to £2,64,831. 
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of similarity, though not uniformity, into th% 
tajriff systems of the different Presidencies. 

The customs in each fh-esidcney were divided * 
into two [)arts, rnfmely, sea customs and land 
customs, thoifgji both the branches •were under 
tlie control of the same provincial authority. 
The customs of llie Bengal Presi{leney (includ- 
ing the IJppei' Provinces) first (daim our atten- 
tion. This braiudi of the administration was 
under the direction of the Revenue Department 
till the year 179^, wlum it was tratisferred to the 
Commercial I)cpartment. A Regulation passed irt 
that year e/^ablished the principle of collection 
and the i^ite of th(‘ customs to be collocated on 
inijxjrts and exports at the two then existing 
custom-houses at Calcutta and Manjee. (’ertain 
important alterations were made in 1793, when 
the town duties at Calcutta were abolished, and 
the government customs, which had been discon- 
tinued in 1788, were revived in this city. In 
1797, a new duty of I per cent, was instituted. 
I» 1801, the Calcutta town duties were re- 
established, and the government customs on 
inland imports and exports were revived at the 
principal cities.' Until 1809, the rates of duty 
prevalent in Bengal on exports and imports were^ 

* Beport 1 of the Gastoms Committee, 1836. 
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with a few exceptions, ^ per cent, customs and 
\ per cent, town duty levied generall)^ ad 
valorem. There were, beside!^, various other 
payments to be made, *su(th as stamps on 
roimnmihs^ commission and fe\ 3 s to (iustoms 
masters, ^etc., which were burdensome and vexa- 
tious to individuals and increased the cost of 
collection^ 

In 1809, a Customs Committee recommended 
many important changes. The primary object 
sought by the Committee was two-fold, namely, 
to improve the revenue, and to afford Velief to 

A) 

the people from a system harassing from 
complexity and objectionable from tljg inecjuality 
with which its burdens fell on different classes. 
The Committee, in the i*evision they proposed, 
adopted the following principles : 

‘ (i) That the burden borne by the inhab- 
itants of the different provinces should 
equalized ; 

(ii) That trade should be liberated from 
impolitic restraints, to the extent of permit- 
ting merchandize, having once paid duty, to 
pass free throughout the territories of the 
Presidency ; 

(iii) That t^^ie number of customs houses . 

. * Report of the Committee on Cuatoms and Post Office Begnla* 

iions, isSS. 
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and choVkees should be reduced to the lowest 
practicable limit ; ^ 

(iv) That, iif the enumeration of goods 
liable to inland duty /articles too little in value 
and too small Irj quantity should b^ exempt 
from duty, and that the duty on enumerated 
articles should be fixed at such rates as the 
goods were able to bear ; 

(v) Tljat goods of tliose particular descrip- 
tions which were only imported by sea should be 
allowed free transit? throughout the Presidency ; 

(vi) Th|Lt, with certiiin exceptions especially 
pf’dvided for, goods subject to importation or 
transit dutieifc should not also be liable to town 
or consumption duties ; 

(vii) That mnmtutha, fees and commission to 
customs masters should be abolished ; and that 
all the duties collected under the various deno- 
minations should be ('onsolidated into one tax, 
to be levied once for all, after which free transit 
should be allowed to the taxed article ; 

(viii) That goods should be rated in the 
tariff at a fixed valuation in all practicable 
instances, rather than ad valorem. ‘ 

These principles were embodied in Regulation 

‘The ouetoms revenue under the now Regiflation wa« estimated 
nearly at Bs. 57 lakha, whilst the proceeds of the system which was 
superseded had amounted to a little over R«. 61 lakhs. Rt‘i»ort, 1838 , 
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IX of 1810, which rescinded all previous enact- 
ments regarding customs. Export and import 
duties were fixed ordinarily at 7^ per cent., in 
some cases at 5, and in others at 10 per cent. 
A few* articles, such as bullion, horses, teak, 
timbei;, opium purchased’ at the Company’s sales, 
et(!., were exempted from duty. The general 
tendency was to raise the rate of taxation. J^o 
distinction was made between British and foreign 
bottoms. Nor were the rates of duty afie('-ted 
b\' the origin of goods. The administrative 
provisions of this Regulation relatwl to the time 
and manner of the collei^tion of export ‘and 
import duties, and the grant of icertificates and 
drawbacks. In some cas(\s, a drawback was 
specifically allowed, and all goods imported 
expressly for re-exportation were declared to be 
entitled to a drawback amounting to two-thirds 
of the duty paid on their importation. 

The financial results of the system introduced 
in 1810 were very satisfactory. But while the 
new system was advantageous to long-distance 
trade, it became exceedingly burdensome to trade 
over short distances. Trade with the ports was 
thus encouraged at the expense of local trade. 

Regulation'll! of 181 1 introduced an important 
alteration into the sea customs law, the ohjeol 



FISCAL POLICY IN INDIA 13 

•• 

which was to give a preference to British 
ssels ^over foreign shipping by imposing 
avier duties on ihe latter and by securing 
e carrying trade of India to the former. The 
kies levied on e.^ports and imports on foreign 
)ttoms were raised to double the lates cjiarge- 
)le on the trade eonveyed on British bottoms. 
he principle that 'foreigners should be twice as 
Idly oflf as Englishmen was also followed in 
gard to drawbacks. Another provision of the 
egulation is worth noting. In order to 
[dude, a.^ far {is possible, foreigners from the 
idiay coasting j:rade, it .was provided that 
•reign vessels^ should be cleared out from a 
ritish Indian port only direct to their own 
mntries, and they were restrained from pro- 
Jeding from sucdi port of (deanince to any 
►reign European Settlement in India, or any 
art belonging to an lndi{in or (yhinese power, 
ecurity was also taken for enforcing the 
B^ivery of cargo loaded on board a foreign 
Bssel at a British Indian port only at the 
Hintry to which such vessels belonged.^ 

Many changes of minor importance were 
Itroduced in 1812, 1813, and 1814. Regulation 
^ of 1815 effected very important -alterations. 

‘Eepoitofthe Conunittoe on Customs ami Post Office Regula- 
Mi«, lass ^House of Commons, 151). 
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With a view to encouraging the*man«factures, 
trade, and shipping of Great Britain, it was 
provided that woollens of all stfirts, all metals in 
a manufactured state, and canvas, cordage and 
marine stores, being the producii or manufacture 
of the United Kingdom, which were hitherto 
assessed with duties at 5 and 10 per cent., should 
be exempted from duty on importation, provided 
they were brought from Great Britain on British 
registered or Indian-built ships. It was also 
provided that all other articles similarly imported 
and being the produce or manuiacture of the 
United Kingdom should, instead of being subject 
to tlie existing duties, be assessed at the rate of 
2i per cent.; wines and spirits only were 
excepted from this pro\’ision, and were subject 
to the duties already established, further, it 
was provided that articles, the produce or 
manufacture of foreign Europe, if imported yi 
British registered or Indian-built ships, were to 
pay duty at the rate of 5 per cent.^ These duties 
having been once paid at any port in British 
India, the goods were not to be subjected to any 
further tax in transit from port to port. With 

* The Charter Act of IHIH contained some important provisions 
relating to these mattei*s. The 24t h Section subjected the commerce 
of the East India Companj- to the payment of the like rates, 
customs, and duties’,' as that carried on by private traders. . The 
25th Sertion directed that no new or additional duty or tax upon the 
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regard exports, the provision was that indigo, 
cotton, wool, hemp and sunn, the produce or 
manufacture of British India, should on exporta- 
[ tion by sea to Gi-eat Britain, on British registered 
' or Indian-built tships tradijig with th^ United 
Kingdom, be entitled to a drawback ecjual in 
amouht to all duty paid on tlie articles. All 
other articles liable t(> duty under existing 
Regulations atid exported b}' sea according to the 
foregoing * conditions, were to be allowed to 
secure such drawbaj^k as would leave the amount 
of duty actually retained at 2i per cent. ' 

.The effect of these mcxlifications was, in 

• • 

reality, to reduce the taxation of the export and 
import trade with Great Britain to rates of 
which the maximum was per cent. A great 
(impulse was thus communicated to British com- 
•merce and indastry, and the objects of British 
national policy were accomplished. But their 
effects on Indian industry and trade were 
disastrous. The produce and manufactures of 
India, heavily taxed by the inland system, were 
placed in an unquestionably disadvantageous 

export or import, or transit of any ^(orNiH, wart*8, or inerchanrli^e 
vrhataover, jshoulii lx> valid in' fndia till Kanctioned by the r)irt'ctoi*8 ; 
and the 67th Section (Icolart'd the whole of the ilutiea, botJi on the 
iniport and exjmrt trade, t(» Ik.* a part of tin* territorial revenue. 
Vide Letter from the Court of Diivctoi-s of the E. 1. Co. to the 
Grovemor.GeiierHl in Council, date<I Hth Septeiifln'r, ISl.'t, 

'Report of the Committee on Custnma, IS66 
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< . . . * .• 
(position in coming into competition with free or 

lightly taxed foreign articles, produced by the 

' most improved machinery. Thes« changes also 

resulted in a great loss of public revenue, and 

^‘caused taxation to operate with a* very unequal 

pressure at the same time that they dried up 

some considerable sources of revenue.”* 

The exemption from duty, ’iccorded by 

Regulation IV of 1815 to unmanufactured 

metals, was extended in 1817 to all metals, 

whether wrought or un wrought, of British 

origin. In this as well as the other alterations 

eftected by Regulation XXI of 1817, as was^ 

rightly observed by a body of British officials, 

“ the same anxit^ty to promote British interests 

which characterised the provisions of Regulation 

IV of 18 1 5 is observable ; but both in that 

Regulation and in this the effect of such changes 

on the interests of India seems to have been 

overlooked, or at least very partially adverted to. 

If the system of the Sea Customs established in 

1810 was one in which due regard was had to 

the interests of both countries, and there certainly. 

does not appear to be any ground for supposing 

that the trade of India received more favourable 

consideration from the Committee than the 

9 

^Report of the Comniittet* relating to the Cuatoma and Pott 
Office systems, 1836. * 
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coninterce of (ilroat Britain ; the introductioi 
of^ inodihcatioiis, having- for their object .the 
especial advaiftaue of one class, was cahailated * 
not only to reproAu<*.e tht‘ inconveniences of 
inecjiiality and .partiality, tin* re^nedy of ,whi(;h 
was one of the ('hief purposes of the ( Vunmitfee, 
but It must liave tended to work t'n* miu'h more 
serious injury of de[)rivinc orie <*lass of interests 
without^ benefiting the other to a (M)untervailin;L>' 
extent.”' 

By Kccuj^itiofi \’ of 1823 the transit and 
sea impost duty h‘viabh‘ on piece-coods (cotton, 
ifilk, find mix'ed), th(‘ manufacture of the British 
Indian teft'itories. was reduced from 7^ to 2i 
percent. It was provided that thi‘se descriptions 
of piece-goods, which had once paid either the 
transit or the import duty speidfied, should 
have free export from Jiny part in the Bengal 
"Presidency, provided they were expoi*ted to 
Europe on British bottom ; if exported to 
Europe on foreign bottom, an (export duty of 
ijt per cent, was (diargeable ; if exported to 
places not in Europe, they became liable to an 

* Report I of the Committee on Cimtoms and Post Office, 

Regulations XV and XVI of 1H17 were enacted for the protection 
of the salt and opium monopolies. The |«tter of these duties 
was entirely prohibitorA , and the fonner was nearly mj as respects 
general trade.' 



18 


FISCAL POLICY IN INDIA 


•export duty of 2i or 7i accordliio jfs they 
Wire exported on British or foreign bott^>ni. 
“ The object of these provisions,* ms was pointed 
out by the (Committee, “apparently was to place 
the ^iece-Ji,oods of India on tji? same footing 
with those of (Ireat Britain, tlie latter having, 
since Regulation IV of 1815 was [)assed, been 
favoured by the customs laws to a degree which 
might have enabled them to driv(‘ the former 
out of their own market, even had the influemre 
of British machinery been less overwhelming 
than it was. This act of consideration Tor the 
manufacturers of Imlian piece-goods came tf )0 
late to do them any service : but the^^relief, such 
as it was, was only partial, for there still remained 
the crying inerjuality of Indian (*.oppcr, steel, 
quicksilver, etc., taxed at the rate of 10 per cent., 
whilst those of Great Britain were free, and the 
generality of Indian produce and manufacture.^ 
bearing a burthen not only more than double 
that, imposed on the bulk of British imports, 
but heaviei' than that borne .by the goods of 
foreign Europe. The no less striking injustice 
done to India in the heavy taxation w^hich 
pressed upon Inn* export trade to China, and to ^ 
other places ea.stward of the Cape of Good Hope, 
Compared with the burthen imposed on her 
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cxpont trrfde to Great Britain, remained alvso^ 
uiiredressed.”’ 

But we eaiiiiot get a full and aeeurate ^iew, 
of the whole situation unless we (contrast the 
advantages vyhicli were granted to the manu- 
fa(^tures of Greiit Britain by India with the 
restrictions imposed by (ilreat Britain upon Indian 
goods. A glance at the tariff schedules of Great 
Britain will convince any impartial observer of 
the ex*treme anxiety felt by the statesmen of 
that (country to exclude Indian (cotton manu- 
bu'tiues tom her shores.’ In 1787, cotton 
inanufa(?tures from India were subjected to a 
duty of 50 per cent., except dimity and calicoes 
which paicl 16^ per cent., and muslins which were 
assessed at 18 per cent. Additions to the rates 
were subsequently made, and, in 1790, some 
classes of cotton goods paid duty at the yate 
of 122 per cent. In 1819, the duty on many 
descriptions of Indian cotton goods was as high 
as per cent.’^ But the injustice did not end 
with the high duties. The importation into 
Gre^lt Britain of many classes of goods from India, 
such as embroidered shawls, handkerchiefs, 

* Report of the Committeo on the CnatomK and Pont Office 
Statenw, 1836. 

* Vide Appendix A. 

*A more favourable treatment wa» eouree accorded to tlie 
Ntonufaotufcs of the Britiah colonics. * 
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*^kiiigmbs, coloured muHliiis, velvet, Silks, d^liintz, 
crape, and calico towels with (‘olonred borders, 
was absolutely prohibited.' ^ 

hi 1825, the entire (‘iisttfiiis law of Bengal 
was rec-ast, but the main pnndsions of the 
previous cna(*tments were presc^rved unaltered. 
Imports b_f sea wen‘ (‘hissed under three heads : 
first, goods produced in the Unit;,ed Kingdom ; 
secondly, goods of foreign Kiirope and the 
United States of Arneritta ; thirdly, those of 
places other than Europe and America. Of the 
imports under the first head?, some, namely, 
metals, woollens, and marim‘ stores, were (Exempt 
from duty on importation, and the others were^ 
with s('ar('el}' any exception, chargeabh; with a 2i 
per cent. duty. Imports of the second class wei’e, 
with a few exceptions, subje(‘.t to duty at the 
rate of 5 per cent. Imports under the third 
head were, with two or three exceptions, liable to 
duty either at per cent, or at 10 per cent. 
These were the r^tes fixed for goods which were/ 
imported on British bottoms ; when impoiited on 
foreign bottoms, double these rates were charged.^ 

In the reigns of George [V and William IV, and in th^ early 
years of (^ueon Victoria, the duties were considerably reduced. 

Vtde Return to an Onler of the House of CoinmoiiH, dated 19th 
March, 1846. 

• Accounts and Papers relative to the Kast India Trade (House of 
Commons, 1813.) 

* Thus, goods exported to Europe or America on British bottom 
must have paid 24 per cent., and on foreign bottom 6 per cent. 
OViods destined for other piacea must, if exported on Britftb - 
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As regards ex})(>rts, the general rule was that 
all igoods were suhjecd to taxation. The raU^"' 
varied, as in tfte ease of imports, according to 
tlu‘ ])laee to which goods were to be exported 
and according 'tp tin* vess(‘l on wliifli the ex- 
portation was etl‘e(;ted. When good;^ intejided 
for expoitation had paid precisely the regulated 
rate of taxation in the shape of Import or transit 
duty, tliey were entitled to free export. When 
they hacf paid l(‘ss than tin*. i*egulated rate, the 
difference was exj^cted as ex[)ort duty. And if 
they liad paid more, it was refunded in the form 
of drawback. Here also, a preference was given 
to British over Indian intere.sts, for the only 
goods, ex(‘>epting tlH>.se specially exempted from 
duty, which were i)ermitted to leav<^ the (country 
without having been taxed at the rate of 2^^ per 
cent., were tlie produce or manufactures of (Ireat 
Britain wliicL had been imported paying 2^ 
per cent., of wliicli two-tiiirds were claimable as 
drawback on re-ex[)ortation to Europe oi* Amei ica 
on a British ves.sel. 

The result of these Regulations was, as the 
Committee observed, an “ unparalled perplexity 
occasioned by the joint operation of our export 

lM>ttoni have paid .5, 7| or 10 per cent., according to the iinjjort or 
transit doty assigned to them in the schcduffc, and, if exporU*d on 
foreign bottom, they must have paid double the rates. Vide Report 
on Customs and Post Office Systems, 18.36, 
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knd transit duty with the concomitant” cm- 
ban^assments of proportions of drawback ^n- 
proportions of export duty, according to Hag 
and destination, the whole forming a mass of 
confusion which has never been ec^ualled in any 
customs code in the world. ”' 

Reference has already been made to the 
internal duties levied in Bengal. But a few 
more words must be said about a systery which 
was oppressive to the people, and considerably 
hampered trade. The inland chstoms system in 
the Bengal Presidency (including Agra) was 
founded on the indigenous method of collectc- 
ing such taxes which had prevailed feom olden 
times. In 1788, Lord Cornwallis abolished all 
the internal custom-houses in Bengal and Behar, 
retaining only export and import duties, which 
were collected at IVlanjee on the Benares frontier 
and at Calcutta and the other seapoits. Iiic 
1801, internal duties were re- established in 
these provinces at the rate of per cent., with 
a provision that articles which had once paid 
inland duty should not again be liable to it.^ 

At this period, duties were levied accoinling to 

* Report of the Committee on Castoms and Post Offices, 1836. 

* In the opinion of the Government of India, the name * traneii 
duty ' wns not properlj^ applicable to the impost levied in Bengal, 

"but they regarded it as “in fact a trade duty.” Vide Kxtmct 
Separate Letter from Indie, dated 2nd September, 1835. 
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vanuu# rat^ in the different parts of the pro- • 
vinces. In 1810, the various systems, as we* 
have already vseen, were* reduced to one uniform ^ 
plan. The princip4‘ was to consolidate the 
different duties wdiieh were then separately 
levied, and to realise the consolidated' duty once 
for all on the whole trade of the country by 
environing the principal marts with cordons of 
chowkees. For this purpose, customs-houses 
were established at Balasore, Calcutta, Chitta- 
gong, Dacca, Murshidabad and Patna in the 
Lower Proyjncci^; at (iazipore, Benares and 
Mirzaporg in the Central Districts ; and at 
Allahabad, Cawnpore, Farrackabad, Bareilly, 
and Agra*# and eventually in each of the five 
divisions of the Delhi territory, in the Upper 
Provinces. ' 

A comparison of the two. systems of collecting 
duties is instructive. The indigenous system of 
•transit duties was, in many rcsjiccts, preferable 
to the one which was introduced by the East 
India Company. In olden times, the rate of 
duty payable for small distances was extremely 
light. It was increased by the accumulation of 
new imposts in proportion to the distance ovei 
which goods w^ere conveyed. Intercourse 

‘ Report of the Committee on Rud Pout Office Regulft- 

tions, 1836. 
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4)etweeri neighbouring places was,* theusfore, 
never seriously impeded. The new duty, on 
.theS^ontrary, was fixed at the aj erage amount 
of the payments to which g^iods conveyed long 
distances were before liable, and ^ was thus so 
heavy as to seriously interrupt commercial inter- 
'course bet>^een neighbouring [)laees. Another 
advantage of the indigenous system' was that no 
passes were re^juired t<> be taken befoi’ehand. 
But under the new system they luid' to be 
invariably procured betVu'e imy goods were 
allowed to pass. The third merit* of the old 
system was that the duties were levied a\;cording 
to such general denominations of (Juantity and 
kind that t\\oro was no excuse foi‘ search and 
detention. Only in one respect was the new 
method superior to the old, namely, that large 
tracts of country on both .sides of the river, 
which had formerly been studded with chowkees, 
were now entirely free from the presence of 
customs oflicersA 

The town duties in Bengal were less injuri- 
ous than the transit duties, because they were 
far more limited in their operation.' Being 

• Report of the Comniitti'e on Custoin.s, ISSS. 

*The Govomnn'iit of India, in a lottor to the Directore, after 
describing the vexatious and unjust character of the town duty, 
said : “ In tho Bengal aiid Agra Presidencies the Town where a 
Sttdder Cnstoin House is established sufFer.«i the disadvantage of 
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(^onfiiitd to* particular towns, they did iiot^ 
necessarily interrupt the general course of 
tratle. And they were levied only on a tew 
articles, and those •mostly of a bulky nature, 
there was not the same ne(‘.essity foi- minute search 
as there was in fhe (tase of transit duties, and no 
rowaniiahs were recpiinal to he takei^ out. On 
the oth(!r hamj, the town duties were extremely 
partial. A distinction was made not only 
between, town and country, but also between 
those towns in which such duties were levied, 
and all other towns, 'frade and manufactures 
naturaHy deserted pla<‘es which were so heavily 
taxed, amt heijce a jHupetual tendency to fluctua- 
tions was Jcept up. The inconvenience of the 
town duties was ^daily experienced by the 
inhabitants, ddiey also .seriously interfered 
with the freedom of manufacture. The most 
serious evil of all, however, to tin* inhabitants , 
of the taxed towns was that they were virtually 
excluded from participation in the general trade. 
Nor did they bring mmdi revenue into the 
coders of the (Tovermneiit. I'he goods were 
smuggled into towns enormously, and cjuitc a 
large percentage of them escaped the payment 
of any duties. ' 

n separate Con8Uin}»tioii Tax, altlioujrli larger Townw of a more 
commercial character in its irnnicdiatc Vicinity may be free from 
all such Impost”. Public Letter from India, *211(1 September, 18JI5. 

* Vide Report of the Committee on Customa, ISIIH, 
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So much for Bengal. The territories ocom- 
prising the Bombay Presidency covered a long 
^sea-^)oard, and contained a large number of 
ports, some of which, however, belonged to 
independent States or chiefs, and were free from 
British interference. The excellent situation of 
Bombay soon made it the entrepot not only of 
the commerce of its own territories but of the 
whole of Western India and of tlie gulfs of Arabia 
and Persia. 

Originally, duties were levied at Bombay on 
a low scale, and to this fact was dife, to a large 
extent, the prosperity of the seaport.’"' It is a 
fact worthy of note that duties were^ collected 
on imports only, all export duties having been 
withdrawn since 1799." 

So late as 1805, the rate of duty was 2^ per 
•cent, ad valorem, modified in the case of 
foreign goods and vessels from certain specdfied 
countries by an advance on the prime cost at 
various rates, thus raising the rate of duty to 

‘ In 17M3, tlie customs revenue of the Bombay Presidency was 
£53,000, and in 1808-9, £137,497. f'/dc Report on the Affairs of 
the E. 1. ComjMiny, 1810. 

*Tho only exception to this was made in 1813 in the case of goods 
purchased at Bombay and exported on foreign bottom, which were 
made liable to 3^ per cent, on the invoice value, making, with the 
original import duty of 3^ per cent, about 7 per cent., which was 
probably imj^osed to t^ualise the import and export on foreign 
"(bottoms. Tide Report of the Committee on Customs and i^ost 
Offices, 1836. 
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a certain extent. In that year, an addition of^ 
1 per cent, was made tf) the rate of duty, raising 
it to per cefit. In 1813, the rate of duty at 
Bombay on goods ^imported or exported on 
foreign bottom was raised on imports from 3i 
to 4i per cent., with an advance of 60 per cent, 
in the case of foreign goods and foreign vessels, 
which made tlie rate of duty 7 t7t per cent. On 
exports, it was fixed at 3^ per cent., which, with 
the original import duty of 3i per cent, 
averaged about tjie .same as the import duty at 
7 per «ent. * 

^ The rates at Bombay were never enhanced 
beyond tliose fixed in 1813, and when, in 1815, 
the import trade of (Ireat Britain was rendered 
with respe(‘t to some artiides free, and the duty 
<ni others was redu(;ed to per lamt., the port 
of Bombay shared in the benefit of the reduc- 
tion. By a special enactment of 1817, the duty 
on goods coming from foreign Eurojie on British 
or' registered ships, whieli was at the three 
Presidencies fixed at 5 per cent., was at Bombay 
reduced to 3^ per cent.' 

The imports from the interioi- of India, and 
from all parts or places other than those specified, 
were charged at 3^ per cent. At Surat and other 

‘ Report of the Committee on Cuntoms nnd Pont Office Regula* 
Iona, 1836. 
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Ijorts ill the Bombay Presidency, the systerft and 
the amount of (mstoms duties (littered to some 
f extent, Imt many of tluun enjoyed mutual 
certifi(5ate privileges. British ^oods and i>oods 
imported on, Britisli bottom were, at all subordi- 
nate ports, admitted hw on arrival from Bomba) . 

In 18*27, the system of sea (uistoms under 
the Bombay Presideiu-y was reVised by a 
Committee, wlien the duties and (‘xeniptions on 
goods from the Ibiited Kingdom wen* r(‘tained 
in their former state, while the (juties on foreign 
produce and goods inpiorted on forcugn bottoms 
were raised. 

It was generally the policy of the, Bombay 
(xovernment to retain the sea customs in their 
own hands. But in 18*27-*28, the urgent call for 
the reduction of expenditun* led that Covern- 
ment to issue imperative orders for farming the 
sea customs everywlien* except at the poi*t of ^ 
Bombay and a few other ports, ddie ettect of 
farming the customs generally proved favourable 
to the revenue, but oppressive to the people. 

The laud customs of the Bombay Presidency 
were based on the ancient system, and were 
preserved in their original form until the first 
.quarter of the d9th century. An essential 
feature of the system was to levy transit duties 
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to niilke the trader pay them by degrees in smal/ 
sums according to the distanc^e to whicli tjiey 
were (jarried. • The duty was levied in each * 
Pargana or Siib-divfsion of a Zila in the shape of 
a toll on ca^Ji^ load of. goods passwig through 
or imported into for consumption,^ or manu- 
faetui'ed tlunein and exported to other places. 

The toll was originally (computed with some 
reference to the value of the articles liable to it. 
But, for the e.onvaniienee of the trad(‘ as well as 
the revenue, it \\ifis fixed upon eeitain commodi- 
ties, wigulated by the weight which (‘acli vehicle 
was able to carry. The dilfercmt desc.riptions of 
goods wej‘e (dassed i]i tin* rat(‘-l)Ooks with 
reference to their plae(‘ and value in the general 
scale of taxation.' The most g(‘m‘ral lade in 
regard to the levy was tha,t payment of the dues 
once in each pfirgaua. (‘xemptial goods fr6m 
further charge, but did not exempt them from 
payment in the next pargana. On payment of 
the duty at the chowkee, the chowkcedar gave a 
receipt showing the amount levied and the 
nature of the goods on which it was paid, which 

* The first class consisted of “kirana ", that is to say, spices, dyes, 
drugs, condiments, groceries, etc. The highest rate of duty was 
levied on this class fjf goods. (*rain ami pulse held the second 
place and were generally rated at half the “kirana" rate. Cloths 
came third. Silk cloths paid about double^those made of cotton , 
Although the articles enumerated were many, the rates were com- 
paratively few. Vide Report of the Committee on Customs, 1836. 
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I receipt covered the goods to the frSiitiei»of the 
pargana. The lowness of the dut\' rendered 
smuggling or evasion unusual, mid tlie penalty 
for such an oftenee was cf)nse(|uently trifling.* 
It is worthy of note that tin* uniformity of the 
plans on which the transit duties were levied and 
the great antiquit}’ of the whole system rendered 
it easy hir the trader to aiMjuainl: himself with 
the rates. 

The efleet of the transit duties proper* upon the 

trade passing through the Co^ipany’s provinces 

to and from the sea-eoast was litrht and npt (piite 

so vexatious as might have been e\peT*ted. But 

there were irregular additions to the duties macle 
" •* • 
by the establishment of other customs stations 

on the great thoroughfares and cross-roads, and 

the vexation of the irregular lev}' was aggra\'ated 

by the host of petty exactions it gave rise to on 

the part of numerous agents employed in the 

collection of the duty. 

Besides the transit duties, there were town or 
consumption duties which yielded some revenue 
at the principal towns and most of the larger 
villages throughout the Presidency. In such 
places, these duties were levied in the shape and 
generally at the rate of the transit duty. The 

* most each cnfit‘.s double dutv whs exactod. Vide Report 
the Comniittet* on I’ustovta, Isas. 
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geiiei^l name of these duties was “ Gaunv 
Optar".’ 

At all the Seaport towns of the Presidency/ 
except Surat, tlie frnport customs were held to 
cover the coft.^imption duties on goods coining 
in by sea. Goods coming in by lam^paid a rate- 
of duty ditferent from, and generally lighter than^ 
tlie sea import duties At Bombay, a town 
duty was laised sinc.e 180:1 the amount beiiijr 
4 per cent, upon the prime (tost of goods. Cer- 
tificates fi-om tke other Presidencies exempting 
goods* from sea customs at Bombay did not 
^xern])t them from the town duty. Articles for 
re-export*^tion were, in some cases, allowed to be- 
warehoused. 

The Bombay town fluty was abrogated in; 
1805, but re-imposed in 1810. The evils and 
ineonveiiiem'e of the system under which ‘the 
town duty was levied led to a new arrange- 
ment in 1827, which was revised in 1834/ 

The duties at the other seaport towns were 
levied at different rates. In 1834, the town 
duties in the Bombay Pre.sidency consisted of 

‘ Tlie lueaiiing of the term is payment for what is unloaded at a 
rillajte. 

*]n IS;W, a law was passed irnposinff a duty of per cent, and 
allow injjf no drawback except on oxportatioi^to the United Kin)|rdon),. 
and then only to such an extent as should reduce the total duty 
receivable by Oovernment to |»er cent. 
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per cent, at Bombay on spices, luxuries, and 
cloths; at Surat, of certain duties generally 
under 5 per cent, upon the safne and several 
other articles of domcstiT consumption ; at 
Ahmedabad and the principal, Howns in that 
district, of jan* (;ent. ad valoicm on all but 3b 
articles.' At the other towns in (jiujrat and the 
principal ones t hroiiohout the Deccan, a duty on 
consumption was levied like tlie transit duty on 
the load or (juantity, without much precision 
as to the value. The duty m all these cases 
was light in amount. • 

In Madras, the revision of the Customs Reiju- 
lations took place in 1781, and agaij] in 178(). 
The chief feature of this latter revision was the 
imposition of a duty on imports into Madias at 5 
per cent., at a. moderate fair valuation, regulated 
by the market price of the day,’ with drawdiack 
at 4 per cent, on goods re-sliipped. This rate^, 
of duty, namely, 5 per cent., was considered 
too high and was reduced in 1789. In 1794, 
the Court of Directors sent out instructions to 
the Madras Government to regulate their tarilf 

' The exempted ones eonsiated of dyes, of raw material used in 
manufncture, and of necessaries of life (excluding grains). 

, *This valuation was made after deducting, according to long 
-established usage, 10 per cent, on goods imported by Christians and 
20 per cent, on gofxfs imported by any other denomination of 
merchants. 
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according to the system . prevailing in Bengal. 
And in 1795, a duty of per cent, fevied^ad 
valorem, with «<lvan<‘es of (iO percent, on foreign 
goods or goods inijfortefl in foreign ships, was 
fixed. On exports also, a 2^ per cent. rat(‘ on 
all goods, with certain exceptions, was levied. 
In 1798, the (^oiirt of Diree.tors difect(‘(l the 
Madras (Tovewnnent to levy an additional duty 
of 1 percent, on the imports and t‘X ports by sea 
in ordei-*to meet the increased maiine charges. 

In 1 8 Oil, a general duty of 0 per (;ent. was 
established on articles imported by sea into 
Madras oji British or Asiatic or Anunh-an vesschs, 
alid 8 per cchit. on goods im|)ortt‘d on other 
vessels. ‘ *• 

In 1812, the customs system of tln^ .Madias. 
Presidency underwent a further rc' vision, and a 
general inipoit duty at 8 pel’ c(‘nt. was (‘estab- 
lished on goods imported by .sea on British or 
•Asiati(? vessels at Madras and the subordinate 
ports. An export duty of like amount was 
imposed on goods exported from the subordinate* 
ports ; but no export duty was h‘vied at Madras, 
except on goods exported on foreign vessels ^ 

'In 1793 the euBtoins revenue of the Madras Pivnidency waa 
C22,.300, and in 1808-9, it was £152,9:iK VhU- Reiiort oci the affairs 
iff the E. I. Co., 1810. 

3 Cotton was made liable to an export «luty of 8 per cent,, wheuc^e- 
Boever exported, l>einj<, however, at the same time, declared free 
from all duty on import. 
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Goods imported or exported on foreign bottoms , 
^were subjected to double the amount of duties 
payable on goods imported or expprted on British 
bottoms, that is to say, a duty of 10 per cent, 
on their value. ^ 

Regulation II of 1810 was framed under the 
authority #f the Court of Directors and the Board 
of Control, for encouraging tin; exportation of 
the staples and the marine stores of Great 
Britain to the territories of Fort St. .George. 
Its provisions in respect of the import of certain 
articles from Great Britain free of duty, or at a 
duty of 2i per cent, or 5 per cent, (if the 
produce of foreign Europe,) were sipiilar to thofjp 
established in Bengal and Bomhav, In like 
manner, it was enacted that if the estal)lished 
duties on the goods should have been paid at 
any port subject to the British Government in 
India, no further duty should be levied on their 
transit from port to port within the same 
territories. As regards exports, the rules in 
respect of drawback on exportation to the United 
Kingdom were also practically the same as in 
the other Presidencies. Home alterations were 
made in these Regulations in suKsequept ye4rs> 
which, however, did not invoh-e any change in 
the priinuples. 

The inland customs of the Madras Presidency; 

^ I'*de Report of the Committee on Customs, 1836. 
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were practically the same as those of Bombay 

till 1803. In that year, a number of Rejjula- 
tious was pasSed, which abolished the whole of 
the anomalous duties of the indigenous system, 
and substituted the following duties. First, a 
general duty of H per cent, was pnposed on 
goods imported by sea or by land into the tow'U 
of Madras, or nianufactiued within its limits. 
Secoinyv, a general duty of 0 pei* cent, was 
levied on goods exported from the subordinate 
j)orts. Thirdly* there was a general duty of 6 
])er e-enl^ on goods imported or exported across 
4he frontier of the Madras territories. Fourthly, 
goods imported into certain provincial towns, or 
manufactured within their limits, paid a duty of 
6 |)er cent.’ Goods might thus be subjected 
succe.ssively to three di.stinct (» per cent, duties, 
namely, a frontier, a town, and an expojt dlity 
► making an aggregate of 1 8 per cent. 

These dutie.s were more than the external 
commerce of the country could well bear. The 
substitution of an ad valorem frontier duty for a 
toll fell particularly heavy upon cloth which 
was at that time manufactured largely in the » 
Madrai^ territories for foreign as well as home 

belonging to the Company, ditton and cotton thread, 

C aetcral ^articlefi of minor importance, were exempted from 
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(l^)ii.suinptioii. The duties on all commodities 
having formerly been regulated by the bullock 
Moad instead of the })riee, tlu'y wete as liigh on 
articles of little as on tliose of great value; but 
})oing now collected upon the ccast, and the 
bullock load of cloth being eijual to 5 or b times 
the value of most other arti<des, the increase of 
duty upon it was in the same proportion. A 
great dei'rease in foreigji Cvonsumption con- 
sorjuently ensued, l^arge numbei’s of weavers 
were thrown out of employ, amkmany migrated 
to othei* parts of tin* country. The etle(;t Clf the 
duty was gradually to drive traders and manu-^ 
fac.tiirej's out of the town into the neighbouring 
villages, by which they evaded the duty. But 
no longer having the ready markth they had, 
when residing in towns, they necessarily (‘arried 
on the trade at greater expense, which expense 
fell ultimately on the <*onsnmer, no advantage , 
accruing to the (Jovernmenl. The inland 
customs revenue thus gradually declined'. 

In 1808, the town duty, which had been 
discontinued for two years, but had not been 
formally abolished, was revived. It was enact- 
ed in that year that the town duty, both at 
Madras and the, provincial towns, should be 

' <(f ihr CoTiiTnittop on Caetoms, 1838. 
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restn'cttHl to goods importtnl into the tONViiii^ 
ggods exported from, or inanufaetured within 
tlieir limits, bSing left free, (h)ods having paid* 
a frontier duty were* (‘xempted from the dtunand 
of town dutt,* or having paid tin* towji duty 
were exempted horn the dut}' on tjie frontier. 
These eliaiiges, lu>W(‘ver, did not mueh improve 
the productiveness of the inlaml duties. In 
1812, ^tlie Customs Uegulations were revised. 
The principal featun* of tin* new system was that 
a general duty ^)f a per e(‘nt., on a fixed tariff 
valuation, was h'viahle mi everv arti(*le of eon- 
^sumption e.’ita'pt sik'Ii as wer(‘ m'e(‘ssary to the 
jioorest (4^ssof the peoph*, and a few ntlau’s on 
articles of trade [irodueial within the eountry.' 

The system eontinued to he the same for 
many years. In 182(5, the Board of Be venue, 
after giving a highly favourable ai-eount of 'the 
state of inland eustoms, eoneluded by obsm’ving 
that the}' “are rather an I'^xeise e,onsumptiou 
than mere Customs duties upon trade ; and it is 
this consideration which should be borne in 
mind when the existing Inland (histoms, or 
rather Excise, comes to be regulated anew ”. 

' Cotton, grain, and cottoji tliread wore excepted. 

Besides the inland duty, a high consumption diit\ whs levied ai 
Utadras and the other important towns on lieti l. totiHcco, ganja, 
bhang, and goduck. 



38 FISCAL POUCY IN INDIA 

Xhe following comment of the Customs Com- 
mittee on this expression of opinion was as 
'appropriate as it was true. ‘The5^ said: “The 
greatest enemy of the generJtl inland duty can 
say little worse of it than is h^rc voluntarily 
avowed hy^ its admirers and advo(‘ates. A 
system of universal excise if administered by 
Government servants, will always *l)e a system 
of universal fraud oo tin* revenue and exactions 
on the people ; and if administered by farmers, 
a system of grinding oppression, under which 
the payment of legal dues will form the lightest 
part of the burden.” 

* ) 

The establishment of a transit duty through- 
out a vast extent of open territory, and an 
excise duty at every village of it, required a 
prodigious body of officers. The great exac- 
tions and frauds of these servants were the 
subject of repeated complaints by the inhabit- 
ants and merchants of the country, and the 
worst of it was that a large portion of the 
duties actually levied never reached the treasury 
of the state. ' 

* As the Committee on Customs riffhtlv observed, “ It was for the , 
power of exaction that the renters paid largely to Government; tHe 
limitation of thest; powers w’ould necessarily reduce the rents* 
Thu# abuse became equivalent to revenue, and the greater the abuse » 
the stronger was the ai-gninent, in n Hnaneinl view, for maihteiuihK 
the aystetn.” 
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The* loss' of revenue led the Government to# 
adgpt the system of farming tlie inland dut^s. 
This resulted ii! some increase in the collections, 
but added immensely to the oppression of the 
people. 

§2. (18:3^1—1857) , 

Such was the state of things when the Charter 
Act of 1833 established a centralised form of 
administration in India, and divested the Presi- 
dencies of their legislative independence. 

Not long after, a Committee consisting of 
ofticerff of^tlie Government was appointed for the 
purpose of revising the Customs and the Post 
Office Regnlations of all the Presidencies, with a 
view to the encouragement of commerce and the 
increase of revenue. ' They were asked to con- 
sider the method by which an amount of revenue, 
equal at least to that collected at that time 
<iunder the general head of customs, might be 
realised, “on an ameliorated principle”. The 
special attention of the Committee was called to 
the transit duty, which was “ comparatively 
unproductive to the State, oppressive and vexa- 
tious to merchants, and injurious to the people 
at large The town duties were also included 
in tih« Committee’s investigation, which although 

Committee was appointed in the year 1884. 
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Je88 extensive, were unavoidably vexatious, 
bearing indeed a |>eculiar eharactcu* of injustioe ”, 
from the arbitrary manner in \fliich they had 
been fixed on some places and not on others.' 

fn tile meantime, a Report^ liad been sub- 
mitted by^M]'. Trevelyan on the Inland (’nstoms 
and I own 1 )iities of the Bcmgal lh'esidene\’. In 
IH-'ff), liord Ellen borough. President of the Boai*d 
of Control, invit(‘d tin* attention of th(‘ (.^^hairman 
and Deputy Chairman of the East India Com- 
pany to this R{*[)ort,and pointed out some of the 
evils of the system which then prevaikaj. ’^Refer- 
ring to th(‘ injury resulting from ‘the system tio 
Indian cotton inanufai'ture, which Ivid oF late 
years been nearly superse<h*d by the importation 
of British ('ottoii goods, the Pnjsident remarked, 
“ While the (,V)tton Manufactures of England are 
imported into India on payment of a duty of 
two and a half per cent., the Cotton Manufac-* 
tures of India are subjected to a Duty on the 
raw Material of Five per Cent., to a furthei* Duty 
on yarn of Seven and a Half per Cent., and 
finally to another Duty of Two and a Half per 
Cent., if the Cloth should be dyed after tlie 
Rowannah has been taken out for it as White 
Cloth. Thus altogether the Cotton Goods of 

, ‘ Extract Separate Letter, 2n(l Sopteml»er, 18^5. 
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India may pay Seventeen and a Half per CVnt/’^^ 
tTh^ efforts made to improve the leather manu- 
factures were c(tunteracted hy the lieavy duties 
to whicli they were suhje('ted. As the President 
pointed out, tho raw hid<‘ jjaid 5 ju'r cent., on 
heino nianuffU'tured into l(*ather it ^>aid .5 per 
cent, more, and when the leather was made into 
boots and shoes, a fni tln'r duty of a pei’ eont. was 
iinpos(*d ; thus in all llnuc was a duly oi‘ 15 p<‘r 
cent. Suiiar was anothm* instance. On Inung 
imported into a*town it paid 5 per cent, in 
eustonw and 5 per cent, in town dttty. and 
wdien manufa(^tured, it j)aid on exj)ortation from 
the same town 5 per (‘cnt. more; in all 15 [)er 
cent. 

“The effect of tluvse and similar Dttties,” 
observed the President of the India Board, “ is 
virtually to prohibit the manufiu'tun* in Tow.ns 
of all Articles not af)solutely re(juir(‘d for their 
own Consumption ; to (*onfine Manufactures to 
the place where the raw’ Material is produced ; 
and by such* Restrictions more than any tax 
actually levied, to depress the productive Indus- 
try of the peo])le.” 

^ “ Not less than 235 separate Articles are sub- 

jected to Inland Duties ; the Tnrifl* includes 

'Letter date<l the ISth MHreh, laSo Viilf Pwrliimieiitarv 
P«j>er, "jI. ' 
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‘^almost everything of personal or domestic Use ; 
and its operation, combined with the Sysjtem^ 
of Search, is of tlie most vexatious and offensive 
Character, without materially benefiting the 
Revenue.” ‘ 

“The Rower of Search, if really exercised by 
every Custom House Officer would put a Stop 
to internal Trade by the delay it necessarily 
occasions. It is not exercised except*' for the 
Purpose of Extortion. The Salary of the Officers 
employed is too small to secure their Honesty. 
The System gives Advantages to «the great 
Capitalist over the small Trader. The smill 
Trader cannot afford the necessary Bribes : the 
Capitalist employs an Agent to negotiate the 
undisturbed passage of his goods.” 

/‘The effect upon national Morals is yet 
more serious than the effect upon national 
Wealth. Every Merchant, every Manufacturer, 
and every Traveller, is, as it were compelled, for 

- the security of his property, or the protection of 
his personal Comfort and not unfrequeutly for 
that of the Feelings of the Females of his Family, 
to enter into unlawful ColliLsion with ^ the 
Officers of Government.” ^ 

, “ It is a System which demoralizes our 
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People, and which appears to excite the Aver- 
sion 9 f the Foreign Traders of Asia.”^ 

. The revenue aAiially produce<l by the internal 
duties was far from considerable. The total yield 
in the Bengal Pfowine.es was Rs.*b,81,126. 'I'he 
expenses of collection amounted to Rs. 4,00,986, 
making the net produce only Rs. 2,74.140. The 
abolition of the^e duties was also necessary to 
redeem the rTovernment from the financial diffi- 
culties which beset them, for an increase of 
taxation being impossible, there was but one 
course Ity which revenue could be improved, 
najpely, by gi\dng freedom to internal trade. 
Lord Ellen hoi’ough comduded the remarkable 
letter with the expression of the confident, hope 
that the time was not distant when the whole of 
the Indian Peninsula would, as regards commer- 
cial intercourse, be “one great Empire”. 

^In 1836, while the Customs Committee were 
still pursuing their emjuiries, the Governor of 
Agra abolished all the customs- houses established 
for the levy at transit duties in the interior, 
except those on the fi*ontiers. The Government 
of India expressed their disapproval of any steps 
having been taken without their sanction, but as 
th^ey found that the effect of these measures was 

fnm L«rd Kllenborough to the Chairman atid Deputy 
of the Kant India Company, 1835. 
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beneficial, they rlecided to extend Ihem to 
Ben.i,ml and Belmr. By Act XIV of 188i), all 
inland transit duties levi?»d within the 
Presidency of Beno^al, excicpt on the Jumna 
fronti(n- line, were abolished.* ®As this measure 
entailed a loss of revenue to the Oovei’iiinent, a 
revised scale of import and export duties was 
adopted. At'.eordin^it to the new import s('hedule, 
bull ion and coin, precious stones and pearls, 
gi’aiti and pulse, animals, i(‘,e, (*,oal and coke, and 
books printed in the Tnited Kingdom or any 
other British Poss(\ssion. were free.'* Marine 
stores and metals, th(‘ produce or manufacture 
of the United Kingdom or any oj^her British 
Possession })aid 8 percjuit.; woollens, 2 ])ereent., 
cotton and silk piece-goods, cotton twist, and 
yarn, per cent. If any of the articles were 
the produc'C of any foreign country, the rates of 
duty clmi'ged were double. Salt was charged at 
Rs; 3-4 as. per maund ; opium, Rs. 24 per seer; 
spirits, 9 as. per gaHon ; spices, tea, and some 
other articles, 10 per cent.: wines and liquors, 
10 per cent.; articles not enumerated, 3^ per 
cent. These were the rates of duty charge- 
able on goods imported on British bottom ; when 

’ All import duty of 3 per cent. wa« eharjred on foreign books. 
Tlie revised scale was calculated to yield an increase of about S 
Idkhs. Vide Letter from the Court of Directors to the Government 
of India, dated 7th June, 18,37. 
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they \vel*e imported ou foreign bottom, they 
paid jjit double rates. ^ 

As for export!," bullion and coin, precious 
metals and stores, living animals, bo(^ks printed 
in India, opium purchased at (loviuaiment sales, 
iind (iotton wool exported to Europe, thc^ rnited 
States, or any British Possession in America, 
were fn'e. Cotton v\ooI, exported to other 
places, ])aid an export duty of 8 as. p(*i- niauiid. 
Sugar and rum, exported to the Ibiited Kingdom 
or any British Posstssion were free ; but exjjorted 
to any other place, paid 8 per cent, (irain and 
pidje of all softs paid duty at I an anna per 
maund ; itulv^o., Ps. 8 per maund : la(% dyi' and 
sliell lac, 4 per (amt.; silk, raw filature. as. per 
seer ; silk, Bengal wound, 8 annas pei' seer ; 
tobacco, 4 annas per maund ; and all articles, 
not enumerated, 8 per (*,ent. These rates were 
el^arged for goods exported on British bottom : 
when they were exported on fortugn bottom, 
double rates were charged.’’ 

The Customs Committee submitted several 

•Srhodulr A, Act XIV of isaa 

•Both the Govoniiucnt of India and the Court of nircctorw 
rey,uirde(l the export duticH aw injurious to tnulc, hut justified them 
on the frround of tinancial nece.'»Hitv IVdc SejMiinite Letter, dated 
the 7th June, 1837. 

Schedule B, Act XIV of In the (.‘Utte of exports ag 

well as imports, when the duty was declared to be uW valorem 
it was levied on the market value without deduction. 
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Reports in 18 B 6 : lii their Pifth RejJort they 
recommended the assimilation of the Bombay 
and Madras taritiis to the rcNfised tariff' which 
had been recently adopted for Bengal.' They 
pointed out that the want of uniformity in the 
rates of duty prevalent at the different ports of 
British India involved the injustice of a system 
of uneijual taxation, caused greEit inconvenience 
to the public, and (uitailcd much labour which 
might otherwise be spared to the custom-house 
officers. They* estimated tkat the “proposed 
assimilation would result in a total loss of 
revenue amounting to about Rs, lOi lakhs, ^but 
they thought that such sacrifice waj% “ preferable 
to tin? great inconveniences arising from a 
variety of local and partial laws.” 

With regard to the town duties of Bombay 
and Madras, the Committee reported that both 
these Presidencies, Madras in particular, stood jn 
an immeasurably greater need of relief than did 
the Presidency of Bengal. They added that the 

• in a Letter \o the Court of Directors, dated the I9th October, 
183d, the Government of India urged the assiniilatiou of the tariff? 
of Bombay and Madras to that of Bengal, on the gronnd that thio 
step “ would bo attended with the utmost henefiis to the commerce 
■and productive powers of the entire Brit ish Ind ian teiTitorj- They, 

however, remarked that pneh assimilation wafc of a eecondary 
importance to granting relief to the trade ami industry of tim 
interior from “the, very bunlenaome and oppressive taxation to 
wi^ieh these are subject in both the Biunlmy and 
PresidencioB.” 
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various meastirt^ adopted from time to time 
to jmprove the , system had signally failed 
Despairing, tliei^fore, of amending these duties, 
they did not hesitate to recommend their total 
abolition. • • 

By Act I of 18H8, the inland transit duties 
in the Bombay Presidem^y were abolished, and 
duties on imp<^l•ts and exports were revised on 
tlie lines of tlie Pengal tariff. Similar measures 
were, however, not taken for the Madras 
Presidency till 18J4. 

Seveiiiil Acts were passed between 1 83() and 
1844, deafing witli various matters relating to 
the custom^ system of India,' but no substantial 
alteration of the tariff was made till 1845. 

Owing to the loss of revenue entailed by the 
abolition of the inland duties in Bombay and 
Madras, an addition to the customs tariff became 
necessary.' Therefore, import duties at the 
* following rates were fixed on the different des- 
criptions of goods, being the [jroduce or manu- 
facture of the United Kingdom or of any British 
Possession : Marine stores, metals, woollens, and 
cotton and silk piece-goods, 5 per cent.; cotton 

•Thtjiaore irnpf>rtHnt <if thew ActH I'elntwl to tin* cKtabli^hn^ent 
of Wfir«houitiog the |>rohibitioti of importK of furoign sugar 

.. anti rum, and an iiiereanc in the salt <lutie8. 

, *Ifc'Waa eatimated that the Itwu in n uuld amount to IS 

.. lakh|,a^'tbat in Madras, 20 lakhs. 
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^tliread, twist and yarn, 3i per cent. any of 
these classes of ^oods were imported from foreign 
countries, double^ the rates were payable. Porter, 
ale, beer. etc. paid 5 per ceftt.: wines and liquors, 
Re. I per gallon ; spirits, Re. as. per gallon ; 
and all manufactured arti(‘les unenumerated, 
5 ])i‘r cent. When goods were imported on 
foreign bottoms, double the rate.^ of duty were 
charged.' 

Tlie prin(‘i])les on which the c u st on) s 'duties in 
India ought to be I'cgulated ^were discussed by 
the Court of Direc.tors in a)i impoi’tant l)espatch, 
dated the 22nd April. 1846. These })rinciples 
were : (i) the abolition of duties on the exporta- 
tion of th(‘ sta])le commodities of Iiulm, with the 
exception of indigo : (ii) the abolition of the 
duties on the trade between the' several Presi- 
dencies of Tmlia, commonly called the ‘port to 
port’ trade; and (iii) the abolition of double 
duties <m merchandise exported or imported oft 
foreign bottoms. In 1848, it wa.s enacted that 
“ no duty shall l>e charged on any goods lawfully 
carried from any port in the territories subject to 
the Coverninent of the East India Company to 
any other port in the said territories”. ’ Another 
provision of the same Act was that all goods 

"1 SelioiUilo. Art IX of IS IA. 

VI of 1S4S. 
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export«(l iWin or' imported into any \y)rV in 
British India on foreign bottoms should be 
chnrged only with the same rates of duty *a8 
would now by law be»charged with, if such goods 
were exported ^or imported on British bottoms. 
Two years later, the last relic of the Navigation 
Laws was swept off the Indian statute-book 
when the coasting trade of India was thrown 
open to vessels of all nations.’ In 1857, the 
GovenuAent of India recommended to the India 
Board the adoption of measures for removing 
from customs tariff all discrimination 

between foreign and British g(X)d8, but this step 
was not taken until the administration of India 
had been transferre<l from the hands of the East 
India Company to those of the British Crown. 

To summarise ; During the greater part of 
the Company’s rule in India, Great Britain pro- 
tected and encouraged her industries against 
Tindian competition, and treated India as the 
source of raw materials for her industries and as 
a compulsory market for her industrial product.s. 
British imports were admitted into India practi- 
cally free, or paid only nominal duties; while 
Indian goods were penali.sed by heiivy duties 
Kirilin the country, and their entry into Great 

I 860 . 
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Britain was either al)8oliitely prohibited o?' barred 
by high duties. ' 1'he inland trade of the 
country was disccuiraged, and Iter t’oreign eoni- 
nier(‘e was directed for tlut heiietit of Kngiand. 
Not only was any attein])t made to foster the 
indigenous industries, but also the fiscal policy of 
India wa^ so shaped as to lead to the destruction 
of those industries which were then in a Hourish- 
iiur state, Idle action of the British (foverninent 
which ruled the destinies of India was so palpably 
unjust that even Englishmen felt it their duty to 
condemn it in very strong terms. Montgomery 
Martin, for instance, said : “ For many years, 

great commercial injustice was done by England 
to British India.”' Mr. H. H. Wilson, the 
eminent historian, wrote : “ British goods were 

forced upon her without paying any duty : and 
the foreign manufacturer employed the arm of 
• political injustice to keep down and ultimately 

‘ fn 1810, the Uirectors of the Kuht liuHu Company wrote to the 
(lOveruor-Ooneral of Bengal ; “ As far as the Use of those Fabrics 

is superseded in these Kingdoms by the Cotton Manufactures of 
this Country', aided by high protecting Duties, there seems little 
prospect of Recover} .” Letter, «latcd the 20th Juno, 1810 (Parliamen- 
tary Paper, 139.) 

^Indian Empire, Vol. I, p. 580, foot-note. Mr. Martin added : 
“ The late Sir tt. Peel admitted the injustice, and adopted measures 
for its redress, which merged into the low import system, by a 
misnomer designated fref traiir, which iloes not exist in any 
'country.” 
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a competitor with whom lu‘ could not 
have contended on equal terms.”' 

‘ VN^lsoii, Hlatorv ofJiritiKli ln<tin, Vol. I, i>. .‘iSo, foot-note. 

Tho obaervationa of Wilson Reserve t(» 1 h* i|)]otc(l in full. He 
aaid ; “The history of (he tra^e «)f cotton cloths with India aflFords a 
singular oxempliflcation of the inapplicdbilitv to nil t imes and cir- 
cumstances of that prvieiple of free tmde which advocates the 
unrestricted admission of a cheaj) article, in pla<*e of protecting by 
heavy duties a dearer one of home manufacture It is also a 
melancholy instance of the wrong done to India by tla* country on 
which she had become tlepcndent. It w’hs stutc<l in evidence that 
the cotton and silk g 4 KMls of Imlia up t<» this jmtuhI could l>c sold for 
a pr(»fit in the British market at a p^nee from fifty t(» sixty per oejit. 
lower than those fabrionted in Kngland. It conse(|uennv Iweame 
necessary t(^ protect the latter by duties of srvimly and eighty per 
cent, on thcjr value, or b> po.sitivc prohibition Had this not l)een 
the C4ISC. had not such prohibitory duties and decrees existed, the 
mills of Paisley and of ^Manchester woiihl ha\e been stop])cd in 
their outset, and could scarcely have l)een again set in motion, even 
J)y the ](on(er8 of steam. They were created by the sacriticc of the 
Jpndian mnmifi^ i uro. Had India been indepcndmit, she would have 
*x‘taHatod ; would ha%’o impose<l ]>rovcntivc duties upon British 
goWs, and would thus have preserved her ow’n product ivo industry 
from annihilati(^i This act of self-dcfene<' wa'> not penniited her; 
she was at the nft‘rcv of the .stranger ” 
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FISCAL POLKJY OF INDIA UNDBIl THK CROWN. 

^ 1. (1858-1870). 

The finniicial situation in India was rendered 
extremely embarrassing by the Sepoy^ War ^ 
1857-58. And no sooner was the administratuj® 
of the (‘ountry transferred from the hands of tho 
East India Company to those of the Crown than 
the necessity was felt for increasing the resources 
of the Indian Exchec|uer. By Act V’^II of 1859, 
therefore, the customs duties were largely in- 
creased. The duties on im[X)rted goods were 
fixed as follows : Cotton thread, twist and yayn, 
5 per cent, ad valorem ; tea, e.offee, tobacco, 
spices, haberdashery, grocery, provisions, per- 
fumery, and jewellery, 20 per cent; porter, ale, 
etc,, 4 annas a gallon ; wines arid liqueurs, Es. 2 
a gallon ; spirits, Rs. :3 a gallon ; an^d articles not 
included in the above enumeration, 10 per cent, 
ad valorem. Goods for exportation were 
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(ihargeaBle to the following rates : Grain and 
pulse of alh sorts, 2 annas a niaund ; indigo, 
Rs. a maund ; Ike dye and sheil-hu', 4 per cent, 
ad valnreni : and all jTrtieles not enumerated, 3 
per cent, ad valcwem. ' 

It is worthy ol' note that no discrimination 
was made in this Act b(‘tween British and foreign 
manutactures. ^fhis equalizatioti had ]>een re- 
commended by Lord (winning in a letter to the 
Court of^ Directors in 1857. In 1859, the 
proposal rec.eived tihe assent of tiic Secretary of 
State, who observed : “ The discriminating duties 
formerly levied on the ijuport into the United 
Kingdom of goods, tlie produce or manufacture 
of foreign coutitrics, have, under tlie more en- 
lightened legislation of late years, alnmst dis- 
appeared from tlie British tariff', ami it is equally 
desirable that the same principle should be applied 
to the commerce of the Qinam’s dominions in 
Iildia.”« 

The enhancement of duties gave rise to some 
opposition in India. A memorial was submitted 
to the Secretary of State for India by the mer- 
cantile community of Bomba}' in which they 
urged the “ extreme impolicy of placing further 
upon the trade in British manufactures/' 

A. A B., Acl Vlir of 18Stt. 

Bevonne Despatch to India, 7th April, 18W. 
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« They pointed out that competition in the cotton 
industry had already commenced in India*, and 
added : “ England has to oppose superior skill 
and continuous improvements of machinery to 
the cheap labour and cheap r.ottbn grown r>n the 
spot in /ndia. The result has yet to be seen ; 
but with the lieavy burden of 1 0 per cent, duty 
imposed upon her production, it is not difficult 
to foretell what the result will ))e.” ^ 

In connection with the revision of the customs 
duties, Lord Stanley thoug[it**fit to <liscuss sonie 
[)rinciples which had been urged by tht^ I^overn- 
meiit of India in 1857. 'Phey were: (i) Ahe 
equalization of the duties on British and foreign 
manufactures, and the assimilation of the duties 
on manufactured and unmanufactured goods ; (ii) 
the exemption from duty of all articles producing 
an iiicousideral)le amount of revenue ; (iii) the 
abolition of export duties ; and (iv) the aug- 
n^entation of import duties. With the sugges- 
tion contained in the first part of (i), Lord 
Stanley expressed his full and entire concur- 
rence. .\s for the as.similation of the dutie^s on 
manufactured and unmanufactured goods, the 

5 'ThiB n^etuoria) was agreed to at a Town Hall meeting, held at 
Bdmbny, end a telographio niesMige was sent by the Bombay 
■ Government to the Government of India, recommending the ex« 
emption from the inoreasod duty of all goods shipped previoas to 
the receipt of the notitication. But the exemption was not allowed. 
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Hecreaxry of Suite thouglit that it would throw ^ 
im[jj[idiuients in the way of indigenous industry 
which had already suffered much from competi- 
tion with the British mill imlustry. Idie prin- 
ciple involved ni*(ii) had already been (tarried into 
effect in Filn gland to a great extent, but it was 
not thought that there was sutiicient reason foi* 
extending it fo India, as the change would in- 
volve C(yisiderable sa(Tifi(',e of revenue, (hi the 
question of (*xport duties, Lord Stanley did not 
defend them in ^dieory, but acquiesced in the 
opinioil that they were so low, and India had 
sv great an advanUige over other (countries in the 
productioi?,of articles on which the duties were 
levied, that they could not possibly offer any 
impediment to exportation. As for (iv), he was 
of opinion that the rates levied in India were, 
on the whole, extremely moderate, and he 
"thought an increase might be ett’e<;ted in the 
import duties on most articles of commerce, and 
especially rm luxuries without the imposition of 
any serious (iheck on <'onsumption. ' 

The revision of the tariff in 1859 led U) the 
duties on a considerable number of articles being 
increased from 5 to 20 per cent. This increase 
was too great, and resulte<l in the falling off of 

* Separate Revenue OeHpatoh to fndio, 7th April, 1850. 
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imports. Mr. James Wilson, who was appointed 
Fimume ‘Member in IRfiO, took this as a warning 
aiid reduced the rate to 10 per‘^(‘ent. He also 
abolished the export dutfes on wool, hemp, 
hides, flax, jute, and tea.* «He argued that 
export duties wen* impediments in tin* way of 
developing the pro<lu<*.e of tlie country, and 
remarked : “ As a general ruh*, Vhen the pro- 

ducts of our soil have to find a foreign market, 
and in cases in which they enter into competi- 
tion with those of other (‘oun tries, the direct 
effect of export duties must he to ^)lace. our 
products in those countries at a disadvantage 
with their foreign competitors ; in point of fact, 
it cannot be .denied that in such cases an export 
duty falls chiefly upon the producer whu (julti- 
vates the article.'’^ With regard to jute, he 
expressed the opinion that it was '‘^one of the 
great raw materials used in Kngland, which com-^ 
petes with the coarse hemp of Russia and the 
production of which it is much our interest to 
promote." ^ As for ten. the. Ooverniuent had 
spent a large sum of money in inti*oducing it as 
an article of cultivation, and the Finance Member 
^regarded it as one of the few means that existed 

‘ These "rednotious and abolitions involved a loss of £ R2,000. 

Wilson, Financial Statement, 1800-61. 

>.t. Wilson, Financial Statement, 1860-61. 
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in Iiulm “of attracting European capital und^ 
Eurppeaii settlers/’^ 

But the Government of India was faced with 
a large deficit. Tlie Kiuauce Member was, 
therefore, obliged to maloi some proposals for 
the increase of revmuie. Saltpetre was at this 
time produced ex('lusivelv in India, and fetched a 
large jirice aifd a iiigh profit. Mr. Wilson 
thought that this article did not stand in the 
same position as other articJes produced by the 
(Uiltivators of tlu* soil, and would l>ear a duty 
of 10* a ton, without any danger of its being 
injerfered with by foreign ccnnpetition. For 
some time# past, a very small duty had been 
imposed on the export of this article. Mr. Wilson 
increased tlie duty to lis. 2 a maund as an 
experhnent.' .Mr. Wilson saw no reason why 
cotton twist and yarn should be imported at a 
l^wer rate of duty than c(»ttou piece-goods. He 
was not impressed with the argument that it 
was an earlier stage of manufaeture. Nor did 

^}. Wilson, Financial Statement, 18H0*ai. 

^he total (juanlity of saltiieln? 0 AjM>rte<l from India wat 
B^OOO mauuda. It waa, therefore, exi>ertotl that the increaae in 
the rate of doty would yield £ 180,000, or an additional amount ot 
£164,000. Mr. Wilgon prop<m*d to allow the aaltpotre refiners to 
turn to profit the iialt which was neeeaaarily made in the process. 

fte also raised the duty upon nniuanufactured tobacco to 8 annas 
the seer, and manafactared tobacco to Re. 1 the seer. The last 
chaage was one which he made with regret, and to which he was 
dHwMt ^ sheer necessity, “ Necessity he said, “has no law," 
itaietel Statement, 18604U. 



58 


FISCAL POLICY IN INDIA 


he attach much importance to the view that a 
low duty on yarn and a higher duty on oloth* 
encouraged the indigenous weaving industry. 
He, therefore, raised the import <luty on yarn 
and twist to 10 per (‘cnt. Th^ \esult of these 
<thangea was n tariff* imposing one uniform ad 
valorem duty of 10 per cent, on all articles 
subject to duty, except heei*, spirits, wines, and 
tobacc-o. A c.onsideral>le net gain to. the ex- 
<*hequer was estimated. .Vnd there was another 
source from which an increased revenue was 
looked lor, viz., tariff* valuations, ^r. * Wilson 
thought that the then existing tai'itf’ valuations 
were too low, and he took steps to .revise them 
and also to apply a uniform system of valuation 
to all India. An increase in the export duty on 
indigo had lieen sugg(‘.sted in some (juarters, but 
Mr. Wilson refused to ac'oept the suggestion, 
because, in tlie first place, a rival production wa« 
supposed to exist in Mexico, and, secondly, it 
was not desirable to place any impediment in 
the way of the extension of an industry whfch 
was one of the few cultivations in India which 
attracted “ British capital and skill to direct 
Native labour.*' ^ 

Financial Statement, 1860*61. .Mr. Wilaon added; “Th* 
▼ahte of the Baro{)ean gentlemen settled in our coantry diatriota 
<^nnot. in our opinion, he over-estimated, and it will be th* 
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Next year, the (Trovemment of’ India was 
• fac^d with a deficit qf £i) millions, lint this 
did not prevent the new Finance Member, 
Mr. Samuel Laiii^, from proposim* the i*edu(;tion 
of tie’ duty wif imported twist and yarn to 
f) per (u*nt. on the ground that it “ might not be 
maintaimid at a rate which might stimulate the 
growth of a pVoterted interest. 7 expressed 

the wish that h(‘ e.ould at onee reduce the duty 
on piece-goo(ls and other manufactures from 10 
to 5 per cent, Init, unfortmiately, the amount 
of sacrifice was too large to enable him to 
[j|i‘opf)S(‘ it without imprudeiKH*. In the case of 
yarn, however, the amount was small, tin* failure 
of the high duty pal])able, ami the matter was 
urgent, because jiarties wme “/ictually building 
mills and importing machimuy on tin* strength 
of the high dnty.”'^ 

, So, even in this year of deli(jit, a revenue of 
£40,000 was sac-riticed in order to maintain what 
were called the principles of free trade, while an 
addition was made to the duty on salt, an article 
of necessity for the |)oor. 

The financial position of the Cioverument 

eteadfaet policy of the Oovoniment t<» enconm^e it in any fail' 
way it can.” 

‘ Financial Statement, i861>62. 

^Financial Statement. 1861-02. 
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improved considerably in 1862, and the Mimuce 
^Iemher ‘estimated a surplus of £ 900,000. ^ It,^ 
was then proposed to reduce Ihe duties on 
imported cotton goods froift 10 to .) per cent. 
Some eminent persons, among *tijem the then 
Lieutenant-Governor of Bengal, thought that a 
10 per (*.ent. duty on imported nianufa(;tures was ^ 
one of the mosj. legitimate souitics of Indian 
revenue. But the (Tovernmeiil of Imlia were ot 
a diOerent opinion, and their reasons were thus 
explained by the Finance Mem her : 

“ Firstly, the duty applies exelusivtfly to 
British manufactures. Now as long as England 
and India remain parts of one gn^at Empire, it 
is impossible to apply precisely the same rules 
as if they were separate and independent 
countries. I have opposed, as sharply as any 
one, any attempt to ease English ti nance unduly 
at the expense of India ; but I cannot deny tliAt , 
England, having founded the Indian Empire, 
and being ready to susUdn it, and having given 
up all. pretensions to exact a tribute, as Holland 
does from Java, or Spain from Cuba, and all 
claim on a mono[K)ly of the Indian market and 
carrying trade, may, with some reason, ask 
India so to levy the necessary revenue as not to 
» interfere injuriously with trade between the two 
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couiitrt^... A heavy import duty, therefore, 
trade between England and India cofnes very 
near in principle to a transit duty betwfien 
different parts of* the same Empire. But 
secondly, there js another argument, even more 
conclusive, against the permanent retention of a 
10 per cent, duty. Either the clothing of the 
people is a proper subject for taxation or it is 
not; if it be so, on what principle can we 
impose •a considerable duty on clothing which 
(iomes from abroad and levy no duty at all on 
clothing produced at home ?” ‘ 

The* Finance Member was not, however, 
p^-epared to extend the policy of rcduc.tion to 
the other articles of the tariff, and he did not 
consider a unxlerate duty, such as 10 per cent., 
afe an obje(‘tionable mode of raising revenue. 
He placed paper on the free list," and re- 
duced the duty on beer, which was “ to many 
^European constitutions almost a ne(?essary,” by 
one-half, and the duty on tobacco from Rupee I 
per seer to 20 per cent, ad valorem.® 

The year continued to be one of financis.! 

Financial Statement, 1862-63. It i« worthy of note that 
memoriale had been sent by the Chambera of Commerce at 
Calentta, Bombay and Madras arf(ing a rodnotion of the duty, 

’ Mr, naing rofused to be drawn into the oontruversy namely, 
wbetbw a tax on paper was a * tax on knowledge/ but he, thooght 
while books were on the free list, a duty on paper was iudefensible, 
was ^imated that the total effect of the reductions prqKiMd 
. otMtoms duties was € 4-75,000. 
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prosperity, aiid, in 1863, some other relictions 
were imftie in the I’ates of duty.’ No reduction 
w?is made on the duty on pieee-o^ods, hei^auae the 
5 [)er cent, ad valorem duty, charged on a valua- 
tion which was fixed when pric^s^ were about half 
of what they were at this time, really amounted 
to 2^ perV.ent, and the so-called protective duty 
had utterly failed to givt‘ protection. The hand- 
loom weavers, as Sir (diaries Trevelyan stated in 
the Council, had been “ prosti’ated by the blow 
which staggered Maiadiester. , They had gone 
down before the excessive piice of the raw 
material and laid migrat(‘d or gone upon the 
Railways or other public wt)rkH or liad given thefn- 
selves up entirely to agriculture.” The Finance- 
Member prophesied that when Mandiester set to 
work again, she would “ find her rival local 
manufacturers converted to an unexpected extent 
into ready-money customers.' 

few years ago, the plan Inid been adopted 

‘ DntioH on Ixjer and wine were further reduced. Irou, which wae 
rogartlod ae a material of industry essential to the development of 
great works in India and which had been charged with a duty of 
10 per cent., was now subjected only to a registration fee of 
I per cent. Machiner)- continued to lx* on the free list. 

* Financial Statement, IHH3-64. He addcil : “ There has been 
occasional severe distress, particularly whore the manufacture was 
carried on for general sale at marts, but, on the whole, it is a re- 
markable proof of the healthy, progressive .state of India,, that the 
transition has Won got through with so little difficulty.” Disens- 
sing the causes of the trouble, the Finance Member remarked that 
'•‘the 40, 60 and even 60 per cent, mlvanoe of price paralysed trade, 
and not the noniinal 6 per ct*nt. duty.” 
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ill Eugllind "of confining customs duties to a 
limited number of principal articles of. import. 
It \v5is suggested in mafiy <piartcrs that a similar 
system might with ;id vantage be extended to 
India. But Sir (Charles Trevelyan held the 
view that, under the special circunistances of 
India, “our policy slnmld be to lev}* a wide- 
spread but moderate duty, so as to give free 
scope to trade in time of |)eaee, and to (dierisb 
the increase of a fund which would be oiii’ first 
financial reserve in time of War.”* 

In 1804, the finances of the (ioveunment of 
India showed further improvement, and the 
general import duty of 10 per cent, was reduced 
to 7J. The duty on tobacco was reduced to 
10 per cent. 'Hie loss of revenue arising from 
these reductions was sought to he balanced by 
increased re(ieipts from tite re-adju.st(‘d valuations 
of piece-goods. 

* Next year, some im|)ortant alterations were 
made in tlie customs tariff in view of the growth 
of expenditure and the cessation of tlie revenue 
derived from income-tax. The Finance Member 

' His reahons were aw follow : “ W^hether duty Ik' levied od 

many articles or oo few, all must undergo the nsnnl i^xauiinatiou. 
Xothiiig, therefore, is gained by limiting duties to a few articifta 
^•itlier in saving exf»eiise of collection or in exempting the trade 
from intorfeix'Jict?. India is such a vast ami imperfectly developed 
country that aiticles which hardly appear in one j>art exist in 
abundance in another, and entirel}' new staples occasionally spring 
into life in answer to .some unexpected demand or discoxery.” 
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expressed the opinioa that Indian expUjfts had 
in general sn(*.h a hold on foreign markets that 
they (tould easily hear some dutiy without Being 
seriously ehe<iked.' He «lM)wed, by reference 
to the trade tignres, that the; t\\ ports of jute, 
wool, tea, and coffee had iiHn-(‘ased eonsiderably 
during fhe last four years, and li(‘ j)roposed to 
levy an export duty of ^ [)er <'«nt. on each of 
them. Hides, sugar, and silk, whirh had not 
iniumsed in the same proportion, W(‘re 'subjected 
to a duty of 2 per cent. On ^he other hand, the 
duty on saltpetre \vhi<*Ji was now in a decadent 
state — was reduced from lls. 2 to Itupee 1.‘ 

There were no changes of any injportamte in 
1866, t‘.Kcept that the duty on saltpetn* which 
had been unable to c()inp(‘te with the n(‘w 
manufacture in Kurope, was reduced from one 
Rupee a uiaund to 3 per cent, ad valorem. The 
relief, however, came too late. 

During this year, the tariff was revised by 'a 
Committee with a vi(»w to the better classifica- 
tion of the articles, to a re-adjustment of value 
and charges, and to the removal of duties whieh 

* Sir C. B. Trevelyan aai«l : “ The old jwlicy of 0»e Bant IikdHii 
Oompany was to lev^ low rates of duty upon exports and impet^^ 
However contrary this practice may have been to some reoeivtMi 
maxims of political economy it was suited to the circumstaitcea of 
the country .” Financial Statement, 1866-H8. 

•*An additional duty of 4 annas a maund was also' levied on («tt 
• in the Bombay Presidency. 
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were not so valuable to revenue as they might be , 
obstpjictive to trade. Tbe new classification wfjp 
far more simple and intelligible than the one 
it superseded. The Committee adopted the plan 
of enumerating ^he articles which were to pay 
customs duties, any article not enumerated being 
free. They removed from the column of charge 
in the tariff schedule upwards of 40 articles, 
leaving only 97 articles, further reduced to 65 
classes or articles upon which duty in future was 
to be collected. ^\irther, they suggested the 
abolition of export duties on 88 articles, retaining 
only 9 classes of articles on the ex])ort list. In 
1867, the Government accepted most of the 
recommendations of the Committee. The loss of 
revenue resulting from the adoption of the new 
system was met by an increase in the export 
duty on grain from 2 to 3 annas per maund^ and 
an alteration of the wine duties. The Committee • 
had advocated the raising of the duty on grain 
not only as a legitimate mode of improving the 
revenue, but also on the ground of its tendency 
to check the exportation of a staple article of 
food during a period of famine.® 

, v'lPhe Right Hon’ble Mr. Bfawiey pointed out that, in 1867, in the 
pfbqMct of eoarcity, a prohibitory duty on the exportation of grain 
iMd been proposed, bat not adopted ; in 1869, however, the daty 
Iwd been raised from half anna to two annaf per maund. Vide 
l^neial Statement, 1867-68. 

r.v * of the , grain mercliante of Bnrma memorialieed the 
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§ 2. (1871-1882.) 

^ The customs tariff was again^ carefully revised 
by a Committee in 1869, and, in accordance with 
their recommendations, the tarifl' valuations of 
cotton yarn and piece-goods *arid other articles 
were largely reduced in 1871. 

In '1873, the Committee of the Bengal Cham- 
ber of Commerce suggested, for the consideration 
of the Governor-Ceneral in Council^ the ex- 
pediency of revising the tariff. In January, 
1874, the Manchester Chamber of Commerce 
addressed a memorial to the Secretary of State 
for India, complaining — o 

That the duties of 3i per cent, efn yarns and 
5 per cent, on British cotton manufactures im- 
ported into India were assessed on tariff rates fixed 
many years ago, when values ruled much higher 
than at present ; 

That the tax was found to be absolutely pro- 
hibitory to the trade in yarn and cloth of the 
coarse and low-priced sorts ; 

That the Chamber were informed that it was 
proposed to import Egyptian and American 
cotton (no duty being charged thereon) to manu- 
facture the finer yarns and cloth which would 

Secretary of State against the increased duty, basing their oppoiu* 
tion “ not on the ground of its tendency to check the trade but in 
the prospect of its decreasing their profits.” 
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thus compete with goods received from England 
on w];iich duty was levie^«l ; ^ 

That a protected trade iu cotton manufacture 
was thus springing up in Britisli India to the dis- 
advantage both flf* India and (Ireat Britain ; and 
'fhat the duties increased tlie cost, to the 
native population or at least to the poorest of 
the people, of their articles of clothing, and 
thereby interfered with their health, comfort, 
and general well-being. ' 

The Manchester Chamber of (Commerce, tliere- 
fore, prayed that early con.sideration might be 
givgn to the subject of the duties witli a view to 
their abolition. 

In reply to the memorial, it was pointed out 
by the Government of India that tariff’ valua- 
tions had been revised only a few years ago, and 
an expectation was held out that another Com- 
nyttee would be convened soon for the purpose. 
Thereupon, the Manchester Chamber of Com- 
merce reminded the Secretary of State that, in 
their memorial, they had only incidentally re- 
ferred to the valuations, and that their main 
object was the total and immediate repeal of the 
duties themselves. They added, “ A large 
number of new mills are now being projected 

' Kidc Resolution of the Goveriiinent of ludin, Financial Depart- 
ment, I2th August, 1876. 
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and the revenue from import duties will be con- 
sequently diminished. ,The impost is, the]refore, 
defeating its own object, as well as inflicting an 
injustice on the consumer and importer.”^ 

In November, 1874, aComnfittee was appointed 
by the Government to consider the whole 
question of the tariff. In the Report submitted 
by the Committee, they recommehdeda lower scale 
of tariff valuations, 'fhey also recommended 
the abolition of the ex[X)rt duties on cotton goods, 
grain and pulse (except rice* and paddy), seeds, 
oils, and spices.^ As for the import duties, , 
their suggestion was that the duty on spme 
of the metals should be reduced drom 7^ to 
5 per cent., while the duties on luxuries, 
wines and iron should be raised, and a per 
cent, duty on machinery should be levied. With 
regard to the duties on cotton manufactures, 
they observed: “The demand that, because 
one class of goods, represented by 4 lakhs of 
duty in all India, has in one part of India, to 
meet a local competition, the Government shall 
remit the remaining 77 lakhs which competition 

‘ \’ide Resolution of the Government of India, Finance Depart^ 
ment, 12th August, 1876. 

^ Two members of the Committee recorded their dissent from the 
decision to remit the export duties on the g^round that the snb- 
stitttted taxation would be worse.” Vide Report, < 

February, 1875. 
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cannot affect, appears to the Committee quite 
unreasonable, ai^d it iss unnecessary even tq 
enquire whether the finances could afibrd the 
remission.” They also rejected the alternative 
of an excise duty on Indian mill products as 
they saw “ no need for establishing a cumbersome 
and expensive excise machinery.” ' 

The Government of India accepted, in the 
main, the recommendations of the Committee in 
regard to the valuations. They also concurred 
with the majority of the Committee in the 
opinion that it was of primary importance to 
relieve, as far as possible, the export trade of 
India from taxation and “to stimulate the 
growth of Indian produce, whether raw or manu- 
factuted, for exchange with other countries.” 
They went further, and decided to remit the 
export duty on tanned hides and skins. 

'flPhus, the entire export trade was freed from 
all fiscal burdens, except three articles, namely, 
indigo, rice, and lac. The Government of India 
did not think it necessary to increase the duties 
on luxuries as proposed by the Committee. On 
the other hand, they decided to reduce the general 
rate of import duty from 7 J to 5 per cent. Of 
the cotton manufacturers of Manchester 

r ^tooktioQ, dated 12th Angatt, 1875. 
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shared, along with others, in the benefit of this 
reductio*!!, and the lowe^ scale of valuations re- 
presented a considerable gain to them'. A fur- 
ther concession to the sentiments and fears of 
Manchester was the decision of ithe (Tovernmeiit 
of India to impose an import duty of 5 per cent, 
on long-stapled cotton. But they declined to 
abolish the cotton duty altogether, being of 
opinion that a duty of 5 per cent, could not 
“ practically operate as a protection to native 
manufacture.” ' 

These decisions of the (Tovernment of India 
were embodied in a Bill which was passed on the 
5th August, 1875. A cable was j^eiit to the 
Se(iretary of State on the same day, informing him 
of the substance of the changes. To this message 
the following reply was received : 

“ Provisions of Act very important. Some 
objectionable. Please explain, by mail, grounds 
on which you have withdrawn it from operation 
of Legislative Despatch 9 of 1874”,® 

‘ The actual relief to cotton goods was no less than Rs. 8,80,000, 
or nearly 11 per cent, of the whole duty paid. Vide speech of Mr. 
T. C. Hope in introducing the Tariff Bill. Legislative Council 
Proceedings, 1875. 

•Resolution, dated 12th August, 1875. They expressed their 
agreement with the view held by Mr. S. Laing in 1861, who had 
said ; ** Free trade does not mean that there shall be no taxes, but 
that taxes shall be levied solely with a view to revenue, and not 
■’ partly for revenue and partly for protection.” 

• This Despatch is one of considerable importance as showing the 
relations which existed between the Secretary of State ana the 
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In their reply by letter to this telegram, the 
Government of India explained that it ‘was a 
matter of considerable urgency, and pointed out* 
that it had not been* the practice, on former 
occasions, “ to refe alterations of customs duties 
for the opinion of Her Majesty’s Government 
previously to their being introduced and passed 
in the Legislative Council.” They also observed 
that in Despatch 9 of 1874 , the degree of impor- 
tance which would necessitate the reference of a 
measure to the Hecretary of State before* its 
introduction into the Legislative Council had 
bee^i left to be determined by the judgment of 
the Governor-General in Council. 

A few days later, a Despatch was received 
from the Secretary of State in which Lord 
Salisbury strongly urged the Governm(‘nt of 
India to abolish the import duty on cotton 
i^anufactures as soon as the condition of the 
finances should enable them to part with it. He 
thought that the duty was open not to economic, 

Governor-General in Council, In it, Lord Haliebury criticised the 
action of the Government of India in taking the entire respon- 
sibility for many important measures which had been recently 
passed by the Legislative Council. This practice he regarded as a 
departure from older precedents, and he desired that in future 
whenever the Governor-General in Council, should decide to submit 
any important measure to the Legislative Council, a Despatch 
•hould ^ ^dressed to the Secretary of State, stating at length the 
reasons which were thought to justify the step intended to be 
taken, and the mode in which the intention was to be carried out. 
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but political, objections. “ The gradual transfer”, 
he wrol5e, “ of the Indian trade from the English 
tb the Indian manufacturer, which appears likely 
to take place, will be attended with much 
bitterness of feeling on the one, side, and with 
the keen anxiety for the security of an unex- 
pected a*uecess upon the other. 'Plie English 
manufacturer will press with increasing earnest- 
ness for the abandonment of the duty to which 
he will impute his losses ; and in proportion to 
his uVgency the Indian manufacturer will learn 
to value it. It is impossible that, under these 
conditions, the duty can be permanently main- 
tained. The entire acceptance of free trade 
by England is incompatible with the continu- 
ance of an exception apparently so marked. 
Parliament, when its attention is drawn to 
the matter, will not allow the only remnant of 
protection within the direct jurisdiction of the 
English Government to be a protective duty 
^ which, so far it operates at all, is hostile to 
English, manufacturers 

On the 30th September, Lord Salisbury sent 

’^epftrate Revenue Despatch, No. 0, dated 6th July, 1S7S. 
Regarding the possible effect of the proposal, Lord ^litlnury 
remarked ! “ Some soreness even now will be felt, and more wiH 
expressed, by persons who will trace such a policy to a preference of ' 
..Bngliah over Indian claims. But the irritation will only extend 
over a wider surface if action is delayed, and may, if the deteyi 
be too far prolonged, become a serious public danger . 
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a telegram to the Viceroy expressing his dis- 
appij)val of the Tariff Act and practically 
enjoining the removal of the cotton duties. SAr 
E. Perry, a member of the Council of India, in 
his note of dissenl to the telegram, said : “ It is 

a violation of the fundamental principles of good 
government for India that fiscal measures 
should originate with the local authorities there ”, 
In a, Despatch, dated the llth November, 
1875, Lord Salisbury again urged upon the 
Governor-General in Council the necessity for 
the speedy removal of the duty on cotton goods 
wjjich, in his opinion, offered “a false encourage- 
ment to the Indian manufacturer, ” and was “a 
matter of serious importance both to Indian 
and Imperial interests.”^ He refused to sanction 
the import duty of 5 per cent, on long-stapled 
cotton. Minutes of dissent were recorded by 
Sir E. Perry and Sir H, Montgomery to the 
liespatch,^ but Jjord Salisbury was obdurate. 
A few weeks later, Sir L. Mallet, Under-Secretary 
of State for India, was .sent out to this country 

‘Legislative Despatch No. 51 of 1875. He suggested that the 
abolition should be gradual for the entire removal of the duty 
wltl^in a fixed term of years. 

*Sir £. Perry wrote: “I am as strong an anti-protectionist as 
any of my colleagues, but I am clearly of opinion that the small 
dn^ ef 5 per cent, which has been imposed for purposes of Bevenne 
•hottld not be remitted nntil the state of the Indian finances per- 
ttdt the operation.** 
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to discuss the whole subject with the Govern- 
'merit of India. 

In their reply to the Despatch of the Secretary 
of State, Tiord Northbrook and his colleagues 
pointed out the financial difficult’ es which were 
likely to arise from any measure for reducing 
the customs duty on cotton manufactures, and 
they made the significant observittion : “ After 

carefully examining the records of the Govern- 
ment of India since tlie year 1859, we can find 
no precedent of a measure so seriously affecting 
the future of Indian finance as the prospective 
removal of a tax which brings in a revenue of 
£ 800,000 per annum having been directed by 
the Home Government.” They concluded the 
letter with the remark that the duty could not 
be removed “ without danger to the Indian 
finances, and that the imposition of. new taxes in 
its stead would create serious discontent 

Other Despatches to and from India follow-^ 
ed. The Secretary of State continued to 
insist on the abolition of the cotton duties, 
while the Government of India adhered to 
their position of reluctance to agree to the 

‘ Letter dated 26th February, 1876. Parliamentarj’ Paper 
(House of Lords) No. 3 of 1876. The whole attitude of the Govern- 
ment of India was thus described in one sentence: “It is our 
duty to consider the subject with regard to the interests of India ; 
we do not consider that the removal of the import duty on cotton 
manufactures is consistent with those interests ”, 
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proposal. In these De.sj)atches, the question 
of tlje relations between the British and Indijin 
Governments was discussed with enthusiasm on 
hot!) sides The resio nation of Lord North- 
brook, howevet’,* helped to smooth matters 
over. And when Lord liytton IxH'auie Viceroy, 
the Secretary of State was able to *liave his 
own way. The new Viceroy, soon after his 
appointipent, publicly declared his view in 
favour of the abolition of the cotton duties, in 
1877, the Finance Member, Sir John Strachey, 
made his attitude towards this (juestion 
cl^ar in these words : “ We are often told 

that it is the duty of the Government of India 
to think of Indian interests alone, and that if 
the interests of MamJiester suffer, it is no 
affair of ours : for my part, 1 utterly repudiate 
such doctrines: 1 have not ceased to be an 
..Englishman because I have passed the greater 
part of my life in India, and have become 
a member of the Indian Government. The 
interests of Manchester, at which some foolish 
people sneer, are the interests not only of the 
great and intelligent population engaged directly 

‘The opinion of the Council of India was often divided on 
this question. For instance, Sir B. H. Ellis and Sir F. Hallidaj sub- 
mitted Notes of Dissent to the Despatch of the 23rd May, and Sir 
B. Perry and Sir H. Montgomeiy expressed their dissent from the 
view of the majority regarding another Despatch of the same date. 
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in the trade in cotton, but of millions of Eng- 
lishmen I am not ashamed to say that, while 
I hope that J feel, as strongly as any man, the 
duties which 1 owe to India, there is no higher 
duty in my estimation than that which I owe 
to my own country.”' Financial embarrassments, 
however, prevented the Finance Member from 
giving effect to his views at this particular 
moment. 

In the same year, the Secretary of State again 
called the attention of the Government of India 
to the customs tariff generally, and to the duties 
levied on cotton goods in particular, in several 
Despatches. In forwarding a copy of a memorial 
from the East India Association'^ protesting 
against the proposed abolition of cotton duties, 
and a reply thereto by Mr. R. Jackson on 
behalf of the Associated Committees of Employ- 
ees and Workmen in the cotton manufacturing . 
districts. Lord Salisbury observed : “ Your Ex- 
cellency is well aware of the great importance 
attached by Her Majesty’s Government to the 
gradual reduction of these duties at the earliest 

‘ speech in the Governor-General’s Legislative Council on Finan* 
oial statement, 1877. 

*In this memorial it was pointed out that there was no" 
-'appreciable competition between the cotton goods of Manchester 
and those of India and it was urged that an impartial Commissioii 
be appointed to institute a full and searching enquiiy into the 
whple subject. 
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period’that is not inconsistent with the financial^ 
requirements of your jidministration.” ^ On the 
'30th August, 1877, a Resolution was adopted 
by the House of Commons without division 
in the following ‘terms : 

“ That, in the opinion of this^ouse, the duties 
now levied upon cotton manufactures imported 
into India, bertig protective in their nature, are 
contrary to sound commercial policy, and ought 
to be repealed without delay as soon as the 
financial condition of India will permit”. 

In March, 1878, the Finance Member said in 
the Governor-General’s l.egislative ('ouncil that 
the Government of India was bound to give 
effect to the principles on which the customs 
legislation of Great Britian was based. The.se 
principles were : 

“ As regards imports, — 

- (1) that no duty should exist which affords 
protection to native industry, and as a corollary 
* that no duty should be applied to any article 
which can be produced at home, without an 
equivalent duty of excise on the home produc- 
tion ; also that no duty should be levied except 
for purely fiscal purposes ; 

(2) that, as far as possible, the raw nouiterials 

No. 124, dated 22nd August, IS77. 
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ot industry and articles contributing to produc- 
tion should be exempt from custpms taxation ; 

(3) that duties should be applied only to 
articles which yield a revenue of sufticient impor- 
tance to justify the interference with trade 
involved by the machimuy of collection. 

As regards exports, — 

that duties should be levied on those commo- 
dities only in which the exporting country has 
practically a monopoly of production ^ 

He added : “ These principles are of general 
application, but, in the case of Jndia, they 
possess a peculiar significance. India is a country 
of unbounded material resources, but her people 
are a poor people. Its characteristics are great 
power of production, but almost total absence of 
accumulated capital. On this account alone, the 
prosperity of the country essentially depends on 
its being able to secure a large and favourable 
outlet for its surplus produce. But there is a 
special feature in the economic conditions of 
India which renders it a matter of yet more, and 
even of vital importance, — this is the fact that 
her connection with England and the financial 
results of that connection, compel her to send to 
Europe every year about 20 millions sterling 

' ' Financial Statement, 1878-79. 
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worth of lier products without receiving in return ^ 
any ^direct commercial equivalent. It is this 
excess of exports over imports which, in the 
language of tlie economists, is described as 
tribute.” ^ • * 

As a first step towards giving effect to the 
policy enjoined by Parliament and the Secretary 
of State, the (lovernment of India exempted those 
coarser qualities of cotton goods with which the 
Indian manufacitures were likely to eom{)ete 
successfully. This involved considerable financial 
sacrifice, and that in a year of deficit when the 
in^position of fresh taxes was found ne(‘essary. 
The duty on foreign raw cotton which had not 
only been regarded as objectionable in primaple, 
but had proved entirely unproductive, was 
removed. A number of minor articles, which 
produced inconsiderable revenue, together with 
Tailway materials, were also removed from the 
tariff schedules. 

The relief thus granted to the imported cotton 
goods failed to give satisfaction, and an official 
Commission was appointed to enquire into the 
grievances complained of. In accordance with 
the recommendations of this Commission, Lord 
Lytton, in 1879, decided to exempt from duty all 

^ Financial Statement, 1878.79, 
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cotton goods contiiining no yaiii of a higher 
* number'than 30 s. At the same time, the valu- 
alions were reduced, and it was decided to 
prevent subjection to octroi duty of cotton or 
other goods on through traffic., The majority 
of members of the Viceroy s Pkecutive Council 
were opposed to this reduction. But the 
extraordinary step was taken by. the Viceroy to 
overrule the Council under tlie power vested in 
him by law for use on (unergent occasions.' The 
objections of the dis.senting members were based 
mainly upon financial considerations. This was 
a time when the finances of the (Tovernment 
were in a most deplorable state owing to fhe 
combined effects of war, famine, and loss by 
exchange. Mr. Whitley Stokes, a member of 
the Executive Council of the (lovernor-General, 
in the course of an admirably written Note of 
Dissent, urged seven very cogent reasons against 

’ Soo. 41 of the GovernmiMit of India Act runs thus; “(1) If 
anv difference (»f opinion arises on any question brought before a 
uieetiuK (‘f the (rovemor-Generars E-tenitive Council, the Oovomor. 
Qoueral in Council shall be bound bv the opinion and decision of 
of the majority of those present.” 

(2) “ Provided that whenever any rncasure is pro}>osud before the 
Gdvemor- General in Council whereby the safety, tranquility, or 
interesta of British India, or of any part thereof, are or may be, 
in the judgment of the Govemor-Genoral, essentially affected, and 
He is of opinion that the measure ought to be adopted and ehrried 
into execution, or that it ought to be suspended or rejected, Ihd the 
majority present at a meeting of the ccmncil dissent from that 
opi ion, the Governor-General may, t»n his Own authority and 
responsibility, a^opt, suspend or reject the measure, in whole or 
part 
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the measure. One of his principal objections was 
that the people of India would be coitvinced 
that the step hid been taken “ solely in tin? 
interest of Manchester and for the benefit of the 
Conservative party.” “Of course,” he added, 
“ the people of India will be wrong : they always 
must be wrong when they impute* selfish 
motives to the rulitig race. ‘ Nevertheless, the 
evil political results likely to follow from this 
popular convi(ition should not b(‘ ignored and 
.should, if possible, be avoided.” also objected 
to the way in which the pvo|)os(‘d cJiangc in the 
law was cftocted, namely, by an executive order. 
Th(^ power vested in the executive to exempt 
goixls from customs duties was merely intended 
to relieve the Government from the useless and 
troublesome fonnality of coming from time to 
time to the Legislature to make petty altera- 
tions in the tariff. But the adoption of such 
an important measure as the exemption of 
cotton goods by a mere executive order would, 
Mr. Stokes wrote, “ thus re.semble what lawyers 
call a fraud on the power ; and there is, unfortu- 
nately, no court of equity to relieve the people 
of India against it.” ‘ 

' Mr. R. C. Dutt’H comment on tlim jwtwage i» \ery appropriate. 
Me Bays^ “The keen satire of the last sentence quoted is not 
exceli^ by anything I have ever seen in official h'teratnre India 
^ the I ictoria^ Age, p. 413. 

• Sec. 23 of the Sea Customs Act, 1878 provides ; “ The Governor* 
General may, from time to time, bv notification In the Gasette of 
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Another dinsonticnt Note was written by 
Mr. K. Thomson, who afterwards became 
'Lieutenant Governor o*f Bengal. He opposed 
the measure on various grounds, and specially 
deprecated it because it had the appearance 
of sul)or<lination of tlie reasonal)le (dairns of the 
Indian * administration to the necessities- of 
Englisii [)(»]itics.” Sir Alexander Arbutlmot 
thought that the circumstamtes of the case were 
of (‘xtreme gravit}’, and expressed the view that 
the adoption of such a course was as “ unwise 
and ill-timed ” as it was “ destructive of the 
reputation for justice” upon which the prestige 
and political supremacy of the British Govern- 
ment in India greatly depended. Sir Andrew 
Clarke concurred iii the Minute of Sir .Vlexander 
Arbutlmot 

It is thus clear that the action of the Govern- 
ment was not supported even by all the officials. 
It is needless to say that it was strongly opposed 
by the entire Indian community. This feeling 
was also share<l by the leading representatives 
of the European mercantile coinmunity in 

Ipdia, exempt any gotMis imported into, or exported from, British 
India, or into or from, nny .Mpecirte»l j>ort therein, from the wbolst or 
any iwi-t of the customs duties leviable on such gr)ods 

* .-1 

‘ Return to an Address of the House of Cominfvns, dated 8th 
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India. The Mitdraa Chamber of Commerce was 
of opinion that this was a most uiisyitable 
time for thinking of ?acrificing any of the. 
State’s resources under pressure from interested 
and imperfectly iiifprmed foreign manufacturers.” 
The Chamber of C/ommerce of Calcutta concluded 
a letter addressed to the (jloveriior-General with 
the following words : “ It will be a sour(*e of 

mortifi coition and disappointment if it be now 
shown tlnft the opinions and wants of sections 
of the people of England have more intluence in 
determining the (diaracter of the financial legisla- 
* tion in India than the interested and expressed 
wislf of the people under the (tovernimmt of 
Your Excellency.” 

It is Worthy of note in this conneiition that 
the Finance Member showed by reference to the 
trade figures that, although there had been a large 
increase in the importation of goods of finer 
cpiality, the imports of the (mrser goods had 
fallen off considerably. He expressed his satis- 
fiMJtion at the great expansion of local industry 
which had taken place, but he added, “Such 
facts as those which have been stated show 
very plainly the duty incumbent on the Govern- 
ment of taking care that the great increase 
attained in the manufacture of cotton goods by 
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the Indian mills is not fostered Iw ctefiance ot 
the fluid amen tal principles of British commercial 
•policy, or hy impro]:)er restrictions on*" other 
classes of Her Majesty's subjects. ” ‘ 

This reduction was, of, course, heartily 
approved by the Secretary of ^tate, but no less 
than s^'ven members of the Council of India 
were opposed to it.- Sir B. FI. Ellis contended 
that “ the remission devised by the Mceroy in 
opposition to the majority of his Council was 
not justified by the circumstances of India at 
the time,” and he observed that “virtually the 
remission has been effected by taxing the 
people of India.” Sir E. Perry wrote : “ I think 

the remission of cotton duties at that period was 
most inopportune, and that the overruling of his 
Council by the (Tovernor-General was unconstitu- 
tional and a dangerous precedent for the future 
if allowed to pass unnoticed.” 

On the 4th April, 187i>, the House of 
Commons passed the following resolution : 

“This House accepts tlie recent reduction in 
those duties as a step towards their total abolition 

‘The Bomlmy Milb Imd, during the last four yeai-a, not onlr 
increased their exports t>f yarn and piece-goods to foi-eign countri^ 
by 2H i>er cent, and 51 per cent, respectively, but had more than 
douhlecl their e.xports to other parts of India. 

*The Council of India nas equally di\ided on this question, and 
it was enrrietl only by the ca.sting v<»te of the Pr(«sident. 
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U) which Her Majesty’s Ooverhmeiitare pledged.” 

All important f^ep was^ taken during tliis year^ 
to tree the internal trade of the eountry from 
restrictions. The Inland Customs ‘ Ijine, \vhich 
was one of the grt^itest reproaeJies against British 
a<lministration in India, and vvhicli hacj often 
been likened to the Creat Wall of China, was 
abolished b The primary object of the er(*ction 
of the ba4*rier was to safeguard the lev}' of 
the duty on salt. But it was also used to safe- 
guard the heavy export duty imposed on sugar 
produc.ed in British territories. The duty on 
sug'itf* had been aholished in 1878, and now the 
salt duty was e(|ualised throughout India with 
some minor exceptions. The retention of this 
barrier was thus no longer nec<‘ssary. 

In 1880, the Committee of the Bengal Cham- 
ber of (Jommere.e, in a letter to the Covernment 
of India, pointed out the anomaly involved in 
admitting free certain kinds of cotton goo<ls, while 
levying a duty on large quantities of goods of 
almo.st precisely the same character in everything 
but name, and the hardship which was caused 

'Thiij CufltoniH liiue was ttrat fonnod on the frontier of the 
North- WeHteni ProvincoN in 1H4.3 It was gradually extended until 
it Mtretched Iwyond Attock in the extreme north-weat, right acrom 
the continent of India over a diatanci* of about 2,000 miles to 
near Cuttack. It consisted of thick roivs of hedges, and was an 
almost impenetrable barrier. 
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not competition between Lancashire and 
.the Indian mills but ;‘by coiiipetition a*nongst 
Lancashire maniifactu-rers themselves, to secure 
the full beiieHt of tlie (Tovernnient of India’s 
last act.” Sir .lolin Strachey lidmitted that the 
stat(‘ (J‘ things was anomalous and objectionable, 
and he expressed the hope that the time was not 
hopelessly distant whmi the ports of India would 
be thrown open freely to the eoinmcrce of the 
world.* Blit as this would involve considerable 
loss of levemu*, soin(‘ othiM' source of income had 
to be found. IL* rejt'eteil in this connee.tioii the 
proposal (»f a reciproiutv between Kngland*and 
India as "unsound in lh(M)r\’, and iinjiossiblc 
ill praetiiM*.” 

On the <[uestion of tin* ex|>ort duty on indigo, 
the Finance Member held a reasonable view'. He 
w'as w'arned by the fate which had overtaken the 
traile in saltpetre, and he considered the danger 
of competition from indigo of Central America 
and chemically prepared sub.stitutes as real. This 
duty, as well as the one on lac, the trade in 
which had been in a depressed condition, was 
abolished. 

In 1882, the Hnaiicial tx)sition of the country 
improved, and the opportunity was taken to 

* Pinaneml Statement, 1880*81. 
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abolish tSfe whole of the cotton ddties and of the 
general import duties. Only the spivial^duties, 
namefy, those on wiife, spirits, hikI liijuoi'Sf 
remained ; and so did the ‘duties on arms and 
ammunition, salt 'and opium. This, neeording 
to Sir E. Baring, was the form which a remission 
of taxation miglit ‘*most l)eneHcially assume.” 
The net loss of revenue involved in this aboli- 
tion amounted to £ 1,108,000. But he regarded 
the measure as most bencHeial t<» India, and 
observed : “ As an incident of h(*r connection 

with England, India has a right to profit from 
English experiem^e and English economic history. 
That experience and that hist<u*y show that by 
the adoption of free trade a country benefits, 
indeed, all the world, but more specially Ixmefits 
itself.”* If there be people who would feel inclined 
to read English hi.story in a diOereiit light and 
refuse to accept the dictum of the Indian FiiuiiH’e 
Member, they would, of course, deseiwe the 
severest censure for their perversit) , 

In the course of the discii.ssion of the- matter 
in the Legislative Council of the Governor- 
General, Maharaja Jatindra Mohan Tagore, an 
ultra-loyalist, and one who was proud to wear 
the decorations bestowed on him by a l>enign 

^Finanoial Statement, lSS2-Ha. Sir Kvelyn Ufli^n{< eftenrarda 
became famous as Lord Cromer. 
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(^venuneiit, regretted that the interacted cry 
of MajicheHter carried greater weight with 
tiie (Tovernment than justice ^to the millions 
eiitruHt(Ml to their care. He also oliserved : 
“ As to fr(‘e trade, it might ho all verv well in 
theory, but it must be borne in mind that 
hnglainU with her advanced notions in commer- 
cial matters, had not yet been }i,ble to iiitrodu(;e 
it in practice' In the trade ot the c()untr\' with 
(xreat Bi’itain, while Indian goods shoidd (‘ontiniie 
to pay duties to swell the large I’e venue (d the 
latter, that t his poor country should sacrili(*e any 
portion of her limited resources for the sake of a 
theory was what, he must, frankly ('onfess, did not 
commend it'^elf to Native* thoughts and ideas/’’ 

Thus e'lose^d an important e*ha])ter in the fiscal 
history e)f Inelia. As re.garels the actual efiect of 
this abe>litie)n e)n le)e*al industiw Major Baring said 
in 1883 that it did not in any way afiee-t Inelian 
mills. But Inelian eipiniem was almost un- 
animous in bedding that the* remission of the 
duty helped to check the sp(*edy elevelopmcnt 
ejf the eie)tton industry in India. 

§ 3. (l883-l8UfJ.) 

There were no changes of any importance in 
the tariff for several years after 1883. The 

• I iVf<j en)ceodiiiKH. Viairoy’s Lofjislativo Council, 1882. 
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improvement* whieh had shown itself in the 
hnaiicia) position of the eountry did Iiot last * 
long.* A (leHcit^K;culTed in 1884, and there wefe 
several other detieits in sul)se(]uent years. 'Fhe 
(iovernment weix^ only enabled to make their 
two ends meet with the hel]) of additional 
taxation. Besides other taxes, there wa.^ a duty 
on petroleum in 1888. 'Flie salt <luty was 
mdianeed in the same year, and, next year, the 
duty on imported spirits was raised. The tinan- 
eial ditti(*.ulties of the Government were due to 
th(‘ e()ml)in(‘d etiects of war and the fall in the 
gold value of silver. Aft(‘r a short spell of 
buSyaney, the situation beeame again acute in 
189*.}. In 1898-94, there was a deficit of 
erores, and in the following year, Sii* James 
Westland was faced with a deficit of no less than 
8 1 erores. lie, th(‘refore, pro[)os(Ml to suspend 
the Famine liisuraiu'c (irant for the time and 
to call upon the Provincial Governinents for 
contributions. Hut as these measures were not 
likely to meet the full amount of the deficit, he 
was obliged to bring forward a proposal fot; 
levying general import duties at the rate of 
5 per . cent. Fhe 8e<tretary of SUite accepted 
the propo.sal, but refused to stinction the inclusion 
of cotU)!! yarn or cotton fabrics among the 
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articles fleclared liaWe to duty. Six iiicmbers 
of the Obnncil of India, however, (ixpressed their 
dissent from this decision of tlio Secretary of 
Statef Sir (Charles Lyall wrote in his minute of 
dissent: “ Hith(‘rto. whenevef-, import duties 
have been generally imposed in India, the 
schedule *hns included cotton goods, and I do not 
think that their special exclusion can be defended 
on economic grounds, having regard to the 
existing situation of the Indian finances. The 
cotton duties have never Ikmui imposed in India 
for pi’otective purposes.'* During the debates in 
the Legislatise Douiuul. several memliers includ- 
ing Mr. Patrick Playfair, Dr. Rash Beharv 
Ghosh, Sir (iiiliith Kvan.s, .Mr. Pazulbhai \dshrain, 
Mr. G. (Jhitnavis. the Maharaja of Darbhanga, 
and tlie Maharaja of .Vyodh\a urged the inclusion 
of cotton goods in the list of articles subjected 
to duty. ' Mr. Playfair voiiaM the unanimous 
opinion of India when he said : “ It i.s impossible 

to deny that there is a growing feeling in this 
country that Imlia s interests are being sub- 
onlinated to Lombard Street on the one hand and 
Manchester on the other. It is believed that 

* Tho (lisscutinji: iiiembern were A. J. Arbuthnot, A. Aliwwi* 
1). M. Stewart, H, ttawlinaon, C. A. Turner, and A. C. Lyall^. 

* Tide Proceotling8 of the Indian Legislative Council, March 
10, 1 *<94. It i8 interesting to note that the exemption was opposed 
by all the Indian inembera tt^ether with two European membenk 
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through the influence of the former t\\e Empire* 
has-been macte to fe§l, to the full, the effqpts 
of the fall in the value of the silver, without 
being accorded, the liberty to deal with the 
situation as a'^^pears to b(‘ in her best inter- 
ests, and that through dictation on tjie part of 
the latter, sh(' is now forbidden to find for her- 
self a way out of a diflieulty by imposing taxes 
upon herself/’ Even Mr. C. (\ Stevens, a 
high Grovermmmt ofli('ial, who noi long after- 
wards rose to the position of Acting Lieutenant- 
Governor of Bengal, expressed his disappoint- 
ment that a “just, impartial and reasonable 
method of inereasing tin* revenue” was not 
adopted.’ Sir (iriflith - Evans considered the 
matter “so scandalous” that he. thought it his 
duty to prot(*.st against it in the strongest terms/'^ 
But the (Government were unable to accept 

* Mr, St<*\ 0 !iM addl'd . “Tin* o|»)»oKiti<>» is pnu'tirallv universal and 
jnost thoroujs'h and sincere, and cannot he (!isre)rurded vritli Kaf‘et,y.” 
Froceedinjf.s of thi- (iovernor-(Jeneral''s hejrislutive CoiitU'il, 
March, ISH4 

*He descriU’d the jfosition of the Finance Meniher in these 
wordH: “When wo find the Financial McihImt vvlien we see a man 
of his ffrasp and power frrovellinjr in the dust lK?a]iH of the third 
achedule for ‘fish maws' and ‘sharks' fins to meet a deficit of 3^ 
(srores, we feel very much like what the ancient Assyriana must have 
felt when they saw Xebuchadnazar jrointr on all fours and eating 
graOii under the compulsion of the Higher Powers, tt ia a pitiable 
spectacle." Ibid. 

On the occaaioii of the discussion of the Financial Statement for 
lfl&4f95, Sir Griffith Evans described the exemption of cotton 
goods as inequitable in action as well as inadequate in reenlt.*' 
rrooeedings, March 27, 1^. 
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fJt(‘ suggestions of the members in view of the 
attjtude of the Seeretai;y^ of State and the 
British Parliament. Various public bodies, 
rcprcscntiug both Indians and Kuropeaus, and 
including the Chambers of ('Oibmeree, made 
representation ■> to the ( Joviunment, j)rotesting 
against su(;h exclusion. Public, imauings were 
also held in various parts of the country with the 
same object. But the Tariff* Bill was passed in 
the form in which it was introdu(*,ed. .Vgitation, 
however, continue<l, and the fiimncial situation of 
the Coveriiment showed no signs of improve- 
ment, On the :Ust May, 1894, the Secretary of 
State sent a Oespatch to the (fovcrnor-f General 
in (\)uncil, in which he (fbscrv(*d : “ IF, however, 
your CoN'ernnnujt should lu* Foiced again to 
consider tlu' (picstion of imposing tluties on cotton 
manufactures, it will be reipiisite to ascertain 
what classes oF imported cotton goods c,aim‘ into 
competition with Indian manufachires oF the 
.same kind. Among imported cotton goods, there 
will probabh' be some c4asses of good.*' which 
directly compete with goods produced in India, 
some whicli partly compete, and some which 
practically do not compete at all. It would be for 
your (government, after full enquiry, to decide 
how far you could distinguish between these 
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three oltsses’of imported cotton ^oods ; and then 
to consider by what measures you could deprive* 
any ’duties, thaJ might be imposed, of a protcctiV’e 
character. This object would be obtained either 
by exempting froin duty those classes of imported 
gorwls which clearly and directly compete with 
Indian mannfa(*,turcs, or by levying oh tha latter 
an excise duty^etjuivalcnt to the import duty on 
corresponding goods from abroad.”^ 

In their reply to this Despatch, the Covern- 
ment of India expressed their readiness to accept 
an excise duty as a solution of the difhculty, 
and forwarded a Minute by Sir. J. Westland in 
which he I'ecommended the imposition of import 
duties at tin* rate of 

(nj 5 per cent, ad valorem on all cotton 
piece-goods ; 

(h) di per cent, ad valorem on all c.otUm 
yarn of counts above 24 . 
and {(‘j an excise duty of 3i per cent, ad 
valorem on all machine-made cotUm 
yarn,* produced at mills in British 
India of counts above 24. 
Indian-made piece-goods would thus pay 
excise duty on the yarn of which they were 
woven, whenever such yarn was finer than 20. 

* Parliamentary Paper, 7602. 
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Sir Henry Fowler accepted tbc*se piopositls 
with two aineiidments, immely, that^the rate of 
iin|K)rt duty on yarn shoJjld In* £ per ceiit.,cand 
that the duty on yarn sliould he^in with (counts 
above 20. Tlu‘>e proposals were endaxlied in 
Ihlls and plaeed before the lieoisl-ttive ('ouneil of 
the ( Jove^nordieneral in December, 1804. 

Th(‘ proposal to levy an ex(hs(‘ duty was 
opposed by the Bombay Mill -Owners’ Association 
and the Bcn.i'al Chamber of (’ommerta' and 
other publi<‘ bodie.s. Sir (ivittitli Evan.s, Sir 
Patriek Playfair, Mr. Fa/ulbhai Vishram and 
several other members protested against the 
levy of an (‘xei.se duty'. But Sir .lames Wi^stland 
told the (’ouneil that the m(‘asure “was recaub- 
mended to u^ by superior ordeis and orders 
whi(4i we ar(‘ obligvd to ob(‘y. • 

' PvtHvi’tliiijft. of thr (lONornoraiiMitTul''' Lo”;islati\o Coiiui’il, 
>irOritfitli ri'^urdiMl tlio tlui\ af.‘‘(tiu'rous, un]>r()tttnble, 
and to tn»do". i>ud lu' tliou;;hi no sutticiont <*iiso fiud bora 

iiindo nut fur tbo nnpo>it um of oxoi'ko ’ Sir P. PlayfHir Haid ; “ In 
it«olf it will bo ro^rardod ns ]»ornioioiH. or to tuko tbo iniKlost \iow, 
not proniotno of roNC'imi' or oconon)\ nnd us n principio “ it may 
tnko away from thi'* Connoil nil unb'pondonoo ami it» roprosontativo 
ohametor 

Mr, Fn/.ulbliai ViHlmnn nio\od an nn>ondnu>nt to substitute ‘24* 
for *20', and ilton};li it was .supported by nlj tbo Indian inombors and 
two Europoaii mondiors, it was lost .Mr. C. C. Sterens s]>okc in 
favour of the amondinont, but refrained from voting. 

* Sir James Westland added : *‘l freely admit that it is because the 
Secretary of State, or rather Her Majesty's Ministera, have laid upon 
ufi the condition of aecompanyinK that measure with a measure for 
excise duties, that we have broujfht forward this bill.” 

The duties of the members of the Legislative Council were inci*** 
dentally discusswl on this occasion. Sir Griffith Evans remarked^ 
that when the Legislative Council met, all mombers wore at liberty" 
to look at any matter from a purely* indejwndent point of view, 
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The %ncession of a duty ou yarn did not 
satisfy the cotton manufacturers of Manchester, 
but only ej^ged them *on to further demands. 
On the 21st February, 1895, during’ a debate in 
the House of Ccynmons concerning Indian cotton 
duties, the Secretary of State gave the plcflge 
that, if the duties could be proved to Lave liad 
any protective ehara('.ter, Her Majesty’s Go\crn- 
ment would, in concert with the Oo\’ernment 
of India, (‘onsider the matter with a view to 
avoiding “protective injustice.” Sevtuvil rc'pre- 
sentations were made to the Seeretarv of State, 
and in December, 1895, an influential d<‘putation 
of Lancashire operatives, employees, and M.P/s, 
and of tlie Seotc^h dyers and |)rinters, waited upon 
Lord George Hamilton. The new Se(‘i*(‘taiy of 
State showed himself even moj'c sympathetic 
than his pnshaa’ssor to the (dairns of Manchester, 
and he assured the deputation of liis firm resolve 

But Sir JamoH W«'«tln?i<l «aul : “ Tluit imi} Ik* tin* w ith members 
of the Omneil who are not alw» im*inlM*rH ol the Oovcniment, but 
I do not know any fouridation for rho theory that, when your 
Exce-IIonc}' calla tfiftether the additional meiulKTs of Gjuucil to 
advise the Govomment, the (lovemment thereby acquirea an 
authority which, in other re«)>ect«, it docM not powKCHH. The orders 
of the Secretary of State, thonffh they may not 1 m* a sulBciont ex* 
ense for tlie a<lditionRl members of this Omneil vofinff agraitiMt what 
is recommended to us, yet are sufficient for ns w'ho are members of 
the Executive Council, and who exercise our jMwer not by any 
authority of our own, or in oar own name, but in the name of Her 
Majcfsty,** Procecdinjys of the Legislative Council, 20tli and 27tll 
Dumber, tSM. 
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to accord to them “perfect equality of treat- 
ment. ” Telegraphic communications between 
the Secretary of State and the Viceroy followed, 
and, in February, 1896, two Bills were passed 
in the teeth of non-othcinl opposition both in 
and outside the Council, by which a direct 
excise duty of per (rent, was levied on all 
cotton pie(}e-goods woven by tile Indian mills, 
the import duty of 5 per cent, was reduced to 3-^ 
per cent., and all duty on yarn, whether imported 
or manufactured, was abandoned.' 

It is worthy df note that, when the matter 
went to the Council of India, two of its meniiiers 
took strong exception to the measinvs that had 
been just enacted. Sir .fames Peilc protested 
against the subjection of the whole of the Indian 
mill clotli to excise. He did not think that this 
excise was countervailing, for the Indian mill cloth 
co-existed, but did not compete, with the 
Lancashire tine goods, and lie concluded his Note 
with the signiticant observation : “I desire to 
relieve myself from all responsibility for leaving 
to their operation Acts which I regard as not 
logically defensible, and therefore politically 

’ Froceodin^t^ of the Indian Lc^if)iati^e ComR'il, Januar}- ami 
February, IH96. The views of the various (-horabers of Commerce 
and other public bodies and the opinions expressed at public 
meetin^fs are to Ix' found in Parliatnentarv Paper S078 (of 
1R9«). 
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% jUexander Arbuthnot ez|)r^di 
bis entire concurrenoe m the opinion of Si/ Jaints 
Peik* 

Thus ended the second stage in the (Controversy 
over duties on cofton goods. But it was not the 
final solution of the question. The bitterness of 
public feeling did not subside with the lapse of 
time. So far, however, as the Government was 
concerned, the matter was not re-opened till 
twenty years had elapsed from this date. 

§ 4. (1897-1914.) 

No further alterations were made in the tariff* 
till 1899, when Sir James Westland proposed to 
open an entirely new chapter in the fiscal history 
of India'^. The object of the Bill, which he 
introduced, was to confer on the Government the 
power to impose countervailing duties in the case 
of bounty-fed sugar imported from European 
countries. These duties were to be in addition 
to the ordinary tariff, and the rates were to be 
equal to the amounts of bounties which were 
granted by foreign nations^. With regard to 

* Parliamentftry Paper .229 of 1898. 

*Mr. P. Ananda Charla welcomed the bill, and »aid : “ I conaider 
it to mark a very important epoch by way of a departure in the 
fiacal legislation of this countiy.” ltde Proceedings of the 
Oovemor.GeneraPs L^islativo Council, 1899. 

^ As air James Westkmd pointed out, the Bill was copied in ita 
wcrdhig from the United States Act of 1897. There wa«, however, . 
A diffei^oe. In the United States, the Act imposed the duty, but 
G 
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the principle of the Bill, Sir James Westland said 
that il was not a measure ^hich condemned 
the action of foreigh countries in putting 
bounties oi\ tlieir sugar. He added : “We only 
wish to protciit our own industry, and we claim 
the same right to preserve our industry in this 
country as foreign nations no doubt claim to 
preserve and encourage the sugar industry and 
sugar cultivation in their own territories. ” 

This was really a measure of defence, but the 
acceptance of the principle of protection was, 
indeed, a marked departure from the policy so 
far pursued l)y the Government of India. Of 
course, there, was in this case no conflict of 
interests between England and India. On the 
other hand, here was an opportunity not only for 
benefiting some of the English Colonies but 
also opposing, in an indirect manner, the economic 
policy of two of the most powerful continential 
nations. It has also been a matter of doubt 
whether the initiative in this measure was taken 
by the Government ot Jn^ia or whether the 
policy was enjoined by the Government of 
England “ with Imperial, rather than Indian, ’ 
objects in view.”' 

the Executive wns given the power to proscribe the rules. In this 
ouso the Indian Legislature gave power to the Executive Gtovern* 
ment to impose the ticcessary duties as welt as to lav down the 
ralea and regulations. 

* Rds J. W. Root, Tmdo Relations of the British Empire, p. 1B2. 
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The imposition of the duty, however, did not 
produce the expfcted result, and the imports of 
beet-sugar continued to increase. The reason was 
that, in addition to the bounties granted by the 
Governments, sugar produced in Austro- Hungary 
and in Germany enjoyed other bounties created 
by the operation- of tlie kartel system. Tlicse 
kartels made latge profits on th(‘ sugar sold 
at home, which enabled them to export the 
surplus produce at very low prices, even below 
the cost of production. ‘ In ,1002, therefore, 
additional duties on German and Austro- 
Hungarian sugar, at Rs. 2-GS-O and Rs. 8-3-0 
per cwt. respectively, were imposed.' It was 
originally intended that this provision was to 
expire on the 3 1st August, 1003, l)ut the period 
was subsequently extended. 

During the next few year.s, no changes were 
made in the tariff, except increases in the duties 
on liquors and reductions in the salt tax. In 
1910, the shrinkage in the opium revenue and 
the necessity for aiding the bankrupt Government 
of Eastern Bengal and Assam compelled KSir Guy 

' Mr. M. C. Turner [winted out, in the wurae of the debate on the 
subject in the Legislative Council, that there were other indirect 
bounties, such as preferential rates in the matter of sea and rail 
carriage. Vide Council Proceedings, 1902. 

’These rates were in accordance with the principles laid down in 
the Brussels Convention of 1901. 
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Fleetiyood Wifeon feo propose feedi taxation. 
^The ctistoms dnties on liquorc, tobacco, sflYar, 
and petroleum were raised. The Finame 
Member disclaimed the slightest inclinatkin 
towards a [)rotective customs' tariff. He ako 
expresf^ed the hope that he would not be 
“charged with framing a Swadeshi budget.^^ 
But a very vigorous agitatfon was started, 
immediately after the passing of these tneasures, 
on behalf of the tobacco trade in England with 
the result that, in the following year, the Finance 
Member was compelled to reduce the duty on 
imported tobacco by one-third. In order to 
make i\\) for the loss of revenue, the duty on 
petroleum, an article of necessity for the poorer 
classes of the population, was further increased.^ 
During this period of over fifty years, India 
was compelled to follow the principle of free 
trade, ostensibly on the ground of theory, but 
really for the benefit of England, and in opposi- 
tion to the wishes not only of the people, but, 
sometimes, of the Government of India. Sbe 
was not allowed to develop any industrial 
enterprise if it happened to come in competition, 

'These propoeala were strongly opposed by the noii<QffeM , 
members, particularly by Mr. M. Haque and Mr. O. K. hut 

they were carried by an official majority. Vide ProoeecHiigs of ttie 
iladian Legislative Coancil, 1912. 
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even in a remote and indirect way, wifh any 
English industry? This unjust treatment accord; 
ed to India, while she was in a position of 
helpless political (|ependence upon England, was 
often the subject 6f adverse comment at the hands 
of fair-minded Englishmen. Dr. Cunningham^ 
for instance, wrote, “ Ireland and India have 
been forced, untler compulsion, to submit to 
free trade without being consulted, and for the 
sake of English interests ; in both these cases, 
economic dissatisfac^tion is Associated with 
political unrest.”’ Nor did it escape the observa- 
tion of foreigners. Fuchs, a (tcrnian economist, 
said : “ It is King Cotton — the industry of 

Lancashire -whose interests have bee]i most to 
the front.”’ 

* The case against Free Trade, p. 8“ 

’Trade Policy of Great Britain, p 272. 



CHAPTER IV ’ 

ittK nSCAL SYSTEM OF THE WAR PERIOD 
AND AFTER 

§ 1 . ( 1914 - 1919 .) 

On the ev(‘ oF the European War of 1914, 
India was in a fairly satisfactory financial posi- 
tion. But no sooner did liostilities commence 
than the impact was felt in India, situated though 
she was many thousand miles from the theatre 
of operations. 'Fhc Government were able, how- 
ever, to meet the financial strain without resort 
to fresh taxation for the first year and a half of 
the war. But as the deficiency in the revenue 
tended to assume a more or less abidiiig character, 
additional taxation became necessary. In 1916, 
an augmentation of revenue was sought to be 
obtained from various sources, including customs. 
The general import duty was raised from .5 to 
per cent, nd valorem^ the duty on sugar was in- 
creased to 10 per cent., that on iron and steel to 
2^ per cent., and on other metals to 7^ percent 
102 
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The free 'list was considerably curtailed, and 
somecof the arti(|les which had previously been 
imported free were now Subjected to a duty of 
2^ percent., while others were toxed at 7^ per 
cent. The speejal duties on arms, liquors, 
tobacco, and silver manufactures were also con- 
siderably enhanced. The salt duty was raised 
from Re. 1 to Rs. per niaund. Finally, an 
export duty was levied on two important staples, 
namely, jute and tea. The duty on cotton goods, 
however, was left untouched. Anticipating an 
adverse comment on this policy of partial treat- 
ment, Sir William Meyer said : “Well, the 
Government of India have not failed to represent 
their view that there should be a material in- 
crease in the cotton import duties, while the 
cotton excise, which has formed the subject of 
such wide-spread criticism in this country, should 
be left unenhanced, subje(;t to the possibility of 
its being altogether abolished when financial 
circumstances are more favourable. But His 
Majesty’s Government, who have to consider the 
position from a wider stand- point, felt that the 
raising of this question at the present time 
would be mast unfortunate, as it would provoke 
a revival of old controversies at a time when 
they specially desired to avoid all contentious 
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questions, both here and in England, and might 
prejudice the ultimate settlement of the, larger 
issues raised by the war. His Majesty’s Govern- 
ment feel that the fiscal relationship of all parts 
of the Empire as between one another and the 
rest of the world must be reconsidered after the 
war, and they desire to leave the question raised 
by the cotton duties to be coiisidered then, in 
connection with the general fiscal policy which 
may be thought best for the Empire, and the 
share, military and finamdal, that has been taken 
by India in th(‘ present struggle.”' 

The proposals for increasing the customs duties 
met with the approval of the Indian Legislative 
('ouncil, The only objection \vhich was taken 
was with regard to the salt duty. As for the 
exclusion of cotton goods from the additional 
burden, although the action of the Government 
gave rise to keen disappointment, the explana- 
tion offered by the Finance Member went some 
way tow^ards disarming criticism. Almost all 
the non -official members of the Council gave 
expression to the sense of injustice which had 
been done to India by the partiality shown to 
the cotton manufacturers of England. Many of 
them, however, were unwilling to embarrass 

, * Financial Statement, 1916-17. 



moAh m imu m 

Gfovernm^nt at a critical su>ment. But Sir 
Ibrabim Rahimtpola moved an amendnfent for ' 
raising the per cent.Mmport duty on cottofl 
goods to 6 per cent. In the course of his speech 
on the subject, , he said: “It appears to me 
that it is rather hard that when the Government 
of India want the revenue, when the ccfuntry is 
willing to agree to give them that additional 
revenue from a source which is agreeable to 
themselves, that they should be debarred from 
doing so, and in that way necessitate the proposal 
for the increased salt tax.’'‘ 

In May, 1916, an Industrial Commission was 
appointed by the Government of India, but, 
strangely enough, the tarifl’ question was especially 
excluded from the scope of its enquiries. In the 
following year, the financial stress of the war 
increased, which necessitated further taxation. 
Various steps were taken to improve the revenue, 
and customs came in once more for their share in 
the scheme. The export duty on jute, both raw 
and manufactured, was doubled. The import 
duty on cotton goods was fixed at per cent., 
which was the general tariflf rate, but the excise 
duty on cotton was left at 3^ per cent. Of 
course, this last measure was taken with tW 

^ Proceedings of the Indien Legisietire Cetuiei), 1916. 
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sanction of the Government of England* which 
was accorded to enable India to ipake an adequate 
Contribution towards the expenses of the war. 
The proposal was welcomed by the non-official 
members of the Indian Legislative Council.' 

S 2. (1919-1922). 

In SeJjtcmber, 1919, the Government of India 
introduced a Bill which sought to impo.se an 
export duty of 15 per cent, on hides and skins, 
exported to any part of the Empire. The object 
was to ensure that the hides and skins of India 
should be converted into fully tanned leather or 
articles of leather .so far as po.s.sihle in India, and 
failing this in other parts of the Empire, instead 
of being exported in a raw .state for manufacture 
in foreign coiintrie.s. In the course of his speech 
introducing the Bill, Sir George Barnes, the 
Coinnierce iMember, .said that, before the war, the 
hide trade had been monopoli.scd by the Germans, 
and the tanning industry of India had been of 
comparative insignificaiKic, but great changes 
w^ere brought about by the war. “We want,” 
Sir George added, “ to keep this industry alive, 

‘ Olio nieniber said : “ The principles of taxation devised in the 
Bill is a distinct indication of the sign that the Government is 
more and more in touch with the popular opinion, and that it hat 
come to the conclusion that its future policy in the matter of taxa> 
tion shall be, as far as practicable, in the direction of a well confi> 
dered system of proto^ive tariff ,” — Speech of the Hon. Ur. U. B. 
Dadahhoy in the Legisloiive Council, 7th March, 1917. 
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and we be*lieve that in this case protection in the 
shape of a 15 p#r cent, duty is justifiable and 
effective But, in reAlity, the Government* 
wanted to kill two birds with one stone. The 
second object wjiich tlie Government had in 
view was described by the Member in charge 
of the Bill in these words: “ Though* Indian 
tanneries have enormously increased in number 
during the past three years, they can only deal 
with a comparatively small proportion of the raw 
hides and skins wliieh India produces, and it is 
to the advantage of India and the security of 
the Empire generally that this large surplus 
should, so far as possible, be tanned within the 
Empire, and with this end in view the Bill 
proposes a 10 per cent, rebate in respect of 
hides and skins exported to any place within 
the Empire.’’^ Sir George Barnes did not, how- 
e^cer, make it clear how^ the manufacture into 
leather of hides in a country within the Empire 
but outside of India could be of advanUige to 
India herself. Nor did he say which of the two 
objects mentioned by him was regarded by the 
Government as the more important. 

The first part of the Bill was welcomed by the 
Indian, as well as the European, members of the 

* Proceedings of the Indian Legislative G>uncil, September, 1919. 



106 FISCAL FOLlOr TO INWA • 

Oofunoil. Mr. W. E. Crum imppoited t6e Bill on 
behalf of the Bengal Chamber of Commerce, and, 
in doing so, he reminded the Council that, as 
long ago as'‘l9l7, a Conference of the Chambers 
of Commerce had recommended that “any 
industries wlrich can be regarded as key industries 
should be supported.” ' Pandit Madan Mohan 
Mala\dya, while supporting the export duty of 15 
per cent., saw no justification for the other 
proposal, nanudy, the grant of a rebate of 10 
per cent. Another non-official member of the 
Council, Mr. B. N. Banna, congratulated the 
Government most heartily upon the departure 
from the economic policy which had so far been 
pursued by it, but m(»ved an amendment to 
delete the second [)art of tlie I fill on the ground 
that it raised, in an indirect manner, a large tind 
important question, namely, the question of 
preference between the various parts of the 
Empire. To this objection Sir George Barnes 
replied that the rebate was not proposed, as 
part of any general scheme of Imperial Pre- 
ference.'^ 

In their Report on Indian Constitutional Re- 
forms, Mr. Montagu and Lord Chelmsford 
incidentally referred to the question of Indian 

^ Proceedings of the Indian Legislatiire Coancil, March, 1919. 
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fisoal Thdj md, Educated puUic 

opinion ardently desires a tariff. It 'rightlf 
wishes to find another substantial base than thaf: 
of the land for Indian revenues, and it turns to 
tariff to provide ^ne. Desiring industries wliicJi 
will give him Inditin-niade clothes to wear and 
Indian-made articles to use, the educated Indian 
looks to the example of other countries which 
have relied on tariffs, and seizes on the admission 
of even free traders that for the nourishment of 
nascent industries a tariff is permiasible ... He 
believes that as long as we (jontinue to decide 
for him we shall decide in the interests of 
England and not according to his own wishes ; 
and he points to the debate in the House of 
Commons on the clifferentiation of the cotton 
excise in support of his contention.” 

The Joint Select Committee appointed by 
Parliament to consider the Government of India 
Bill of 1910 recommended the question of tlie 
tariff as a “special case of non-intervention/* 
“Nothing,” they said, “is more likely ta 
endanger the good relations between India and 
Great Britain than a belief that India’s fisoal 
policy is dictated from Whitehall in the interests 
of the trade of Great Britain. That such a belief 
exists at the present moment there can be no 
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doubt. That there ought to be no room for it in 
the future is equally clear. India s position in 
the Imperial Confei-eilce opened the door to 
negotiation between India and tlie rest of the 
Empire, but negotiation without^power to legislate 
is likely to remain ineffective. A satisfactory 
solution of the (piestion can only be guaranteed 
by the grant of lil)erty to tin? (Government to 
devise those tariff arrangements which seem best 
fitted to India’s needs as an integral portion of 
the British Empire. It cannot be guaranteed by 
statute without limiting the power of veto \\diich 
rests in the (b’own ; ami neither of these limita- 
tions finds a place in any of the statutes in the 
British Empire. It (‘an only, therefore, be 
assuiHid l)y an ai’knowlcdgment of a convention. 
Whatever be the right fiscal policy hn* India, for 
the needs of her c-onsumers as well as her 
manufacturers, it is quite clear that she should 
have the same liberty to consider her interests as 
(Great Britain, Australia, New Zealand, Canada 
and South Africa. In the opinion of the 
Committee, therefore, the Secretary of State 
should, as far as possible, avoiil interference on 
this subject when the Government of India and 
its Legislature are in agreement, and they think 
that his intervention, when it does take place, 
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should be limited to safeguarding the interna- 
tional^ obligatioifs of the Empire or any fiscal 
arrangements within th^ Empire to wliich His 
Majesty's Qovcriimeiit is a party.” ' * 

Lord Curzon endorsed this view when, speaking 
in support of the third reading of the Bill in the 
House of Lords, he observed : “ For the first 

time a responsible and representativ(‘ British 
Committee, eharged with shaping a government 
for India, have <*oneeded to India almost absolute 
freedoju of fis('al policy. They have laid down 
the policy and the principle that sh(‘ ought to 
be free to e.^ercise, in respect of her tariHs, and 
so on, the same degree of liberty as is enjoyed by 
the great Dominions of tln‘ (Jrown. This is a 
change *so fundamental and fraught with such 
stupendous con^ecjuences that 1 am amazed at the 
little attention it has attracted in this country."^ 
These expressions are so clear and emphatic that 
there could not be the slightest doubt as to the 
intentions of Paijianient as well as of the 

* Hepoit of the Joint Select Corniiiittee of Purliiiniont, |>. 11. 

*Lord Curzon udileil : "it ik a Htarting-poiut to a luture career 
in the growth of helf-goveming institutions in India the importance 
of which cannot be exaggerateil. 1 um the last to coDi|i]ain of it, 
because in all the controversies aliout fliese Cotton Duties, and so 
on, I have always fought the battles of India. Therefore, I am 
delighted to see my views and theories prevail.” Deiiate in the 
House of LoiyIs, Dec. MC 1919. I i<le 1*. Mukherji, Itulian 
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fi» 3 outive Gover&meot of England in^^regavd 
this sul)ject. 

In 1921, the Govemhient of India were faced 
with a large deficit^ The Finance Member wae 
thus obliged to bring forward fresh proposals for 
taxation. Among other ineasure-s, he proposed 
a large addition to the customs tariff. In the 
first place, he proposed to inci^base the general 
ad valorem duty of 7^ per cent, to 11 per cent, 
except in the case of matches and certain articles 
of luxury, hut inclusive of cotton nianufactures. 
The excise duty on (?otton was to be left at 
per cent. He estimated that this measure would 
produce an additional revenue of Rs. 384 lakhs. 
This measure was, of course, proposed after a 
previous reference to His Majesty’s Government 
in order to make it clear to them that the sole 
object of the Government of India was the 
production of additional revenue, and that they 
had no ulterior motive of a protective or any 
other kind. “ It would,” ^aid Sir Malcolm 
Hailey, “ ill become this country, at a time when 
the senior partner of the Empire, upon whom 
fell by far the severest burden of the war, bo^ 
ib blood and money, is anxiously endeavourii^ 

^Thifl was dae to tarioas causes, the principal ones hwng 
the exchange difficulty and increased military expenditure. 
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to face iBe most acute problems of unemploy- 
ment and trade distress, to requite the sWvices 
which *Great Britain hasirendered to the rest of ^ 
the Empire, including India, by taking the first 
opportunity to introduce a measure of protec- 
tion against her manufactures. We made it 
clear, therefore, that it is solely our fi^iancial 
necessities, and no new departure of fiscal policy, 
which have obliged us to propose to the legisla- 
ture this particular measure. We trust that our 
fellow-subjects in the United Kingdom will 
f appreciate this and will acquit the Indian Govern- 
ment and Legislature of any desire to use their 
newly conferred liberty of action to injure the 
country whicji only a year ago conferred that 
liberty upon them.”' 

In view of the advantage whicdi was thus to 
be gained by the weaving and spinning mills, 
the concession of the free import of machinery 
and stores required for use in these mills was 
withdrawn, and most of such articles were made 
liable to duty at 2^ per cent. 

The second customs measure proposed by the 
Finance Member was the levy on matches of a 
specific import duty of 12 annas per gross boxes 
in place of the ad valorem duty of 7^ per cent. 

^Financial Statemont, 1921-22. 

H 
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His third proposal was an increase of duty on 
liquors. The fourth measure twas the raising 
the general ad mlorm duty of 7i per cent, to 
20 per ceiTt. in the case of certain articles of 
luxury, such as motor-cars, piotor-cycles and 
tyres (excluding lorries), silk piece-goods, fire- 
works, ‘umbrellas, clocks and watches, musical 
instruments, cinematograph films, etc. Fifthly, 
the im|)ort duty on foreign sugar was proposed 
to be raised from 10 to 1.^ per cent. The 
Finance Member’s last taritt' proposal was that 
duties on tobacco, other than manufactured, be ^ 
raised to 50 per cent. 

While strong objection was taken to the other 
proposals for taxation, almost all the tariff 
proposals were accepted by the Legislature.* 

The action of the Indian Government and the 
Indian Legislature gave* rise to much conster- 
nation in Ijancashire. The Manchester Chamber 
of Commerce appointed a deputation to wait upon 
Mr. Montagu, Secretary of State for India, who, 
in the course of his reply, at the outset, disposed 
of the impression that the Government of India 
had taken the first chance of a new-found 
; liberty to pay off an old score and to impose a ' 

‘It should be noted that the eoni posit ion, powers, and 
ponsibilities of the Indian iK^islature were different at this time 
- from what they had been a few months before. 
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duty wifti the main object of prote(;tin)^ Indian 
cotton goods- and of injuririg the Lancashire 
trade. He then pointed out tlmt the expend 
diture of the Government of India*fell short of 
their revenue by 18^ crores. After examining 
the other sources of increased revenue, and 
showing their inade(|uaey, Air. Montagu 
continued : “ Now when we conic to customs, 

again they have not .singled out cotton. There 
is to be a general rise in tlie whole customs 
duties right away through the gamut of them, 
from 7^ per (;ent. to 1 1 per cent , with a special 
rate on luxuries, whiidi goes up to 20 per cent. 
You are hm to complain to-day of a very small 
proportion id’ the Indian Budget —something 
which prodinos fVth of the total increase, and that 
what really you are asking is either that cotton 
should be left out of the general increase of 
custom.s, which it has been absolutely neiossary 
to impose, or in the alternative, that a correspond- 
ing excise should be put upon cotton, whereas 
it is not put on any other of the goods on which 
there is going to be an increased (riistoms duty. 
It is only about cotton that we have this 
question raised.” 

Mr. Montagu added: “It would be 
j^eoretically impossible for me to veto the Bill, 
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in which these duties are contained,* when it 
comes home for sanction. Actually it is, I 
^ould submit, absolutely impossible. I dhnnot 
veto part of a Bill, 1 must veto the whole Bill ; 
and I should, therefore, leave the Government 
of India with none of their increased revenue 
to meet their increased charges.” He then 
referred to the opinion of the F^arliamentary Joint 
Committee and Lord (/urzon’s* speech in the 
House of Lords, and observed : “ After that 
Report by an authoritative Committee of both 
Houses and Lord CurzorLs speech in the House of 
Lords, it is absolutely impossible for me to inter- 
fere with the right — which, I believe, was wisely 
given and which I am determined to maintain — 
the right of the Government of India to consider 
the interests of India.”' A little later, the 
Secretary of State sent an important despatch 
to the Government of India, in which he said 
that His Majesty’s Government had accepted 
the recommendation of the Joint Committee on 
the question of fiscal autonomy for India. 

• Addresaing the Labour meml^erH of the deputation, Mr, Montagu 
said that the LalK)ur Party gave valiiabio support to the passage of 
the Bill but they always protested that they took it bocauee they 
OQuld not got anything better “that they wanted more liberty for 
India, that the time had come to concede to h^r, if not complete 
aelf-govemment, something very near it. Now when, despite the 
limitations of the Bill, you concede to her the right to mould her 
own fiscal destinies, a section of the Labour Party feels that those 
rights and liberties which she has achieved are even too large for 
the well-being of the interests that they are here to represent to- 
day .*' — TKe Times, 26th March, 1921. 
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In October, the Government of India an- 
nounced the appointment of a l^iscal Commission, 
with ISir Ibrahim Rahinitoola as Chairman, ** to 
examine with reference to all interastft concerned, 
the tariff policy, of the Government of India, 
including the question of the desirability of 
adopting the principle of Imperial Preference, 
and to make recommendations.” 

During the financial year which closed on the 
31st March last, the revenue of the Government 
fell short of their expectations, while the 
expenditure largely exceeded the estimates. 
And another large deficit was expected to 
occur in the current year. The Finance Member, 
being unwilling to budget for a deficit, made 
various proposals for increasing the revenue, and 
his first thoughts naturally turned towards the 
customs. In view of the fact that a Fiscal 
Commission was sitting, he would have preferred 
to await the decisions of that body before 
proposing any further alteration of the tariff. 
But the needs of revenue were urgent, and there 
was no escaping the conclusion that “the 
pressure of financial necessity must in any case 
inevitably involve the raising of our customs 
duties, purely for revenue purpo&es, irrespective 
of what the effect may be in the case of any 
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particular tariff-head in the direction of [Iroteotion, 
Imperial Preference, or free trad^.” Sir Malcolm 
Hailey was careful alv> to add that he had 
endeavoured to limit his proposals in such a way 
“ as not to involve any important change of 
principle in the existing fiscal arrangements.”* 

The •[>ro()os}ils of the Finance Memher were 
^ the following: 'lo raise the general import duty 
on all articles including cotton goods to 15 per* 
cent.; to increase the cotton ex(‘ise duty from 
to 7^ per cent.; to raise tlie duty on 
machinery, iron and steel to 10 per cent.; to 
iiicrea.s(' the duty <>u foreign sugar to 25 per cent.; 
to double the duty on maUdics ; to iiuu'ease the 
duty on petroleum ; to increa8(‘ the salt tax from 
Rs, t| to Rs. 2^ a maund ; to levy a duty of 
5 per cent, on imported yarn ; to raise the 
duties on luxuries to 30 per cent.; and lastly, 
to enhance the duties on alcoholic li(jUors except 
wines, by approximately 20 per cent. The 
Finance Member estimated that the total of 
revenue obtainable from the’ proposed increase 
in customs would amount to Rs. 1,490 lakhs.* 
Some of the proposals of the Finance Member 
did not find favour with the Indian Legislature. 

• Fiimm'iftl Statement, lH22-3a, 

*Ihid, 
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The two* most important modifications introduced 
into the budget^ both related to cotton 'goods. 
The legislative Assemljly refused to give itrf 
sanction to the increase in the excwe duty on 
cotton manufactures, and, on tlic motion of 
Mr. Rhodes, President of the Bengal Chamber 
of Commerce, the import duty on cottOM goods 
was left at 1 l*pey cent.' A few days later, that 
is to say, on the 29th March. 1922, a deputation 
of Members of Parliament and others representing 
cotton textile interests, headcsl by Sir John 
Randles, M.P., was received at the India Office 
by the Secretjiry of State and the l^irliamentary 
Under-Secretary for India. Lord Peel welcomed 
the deputation, but was obliged to h^ive the 
meeting in <;onsequence of a sudden Cabinet 
engagement. He asked Lord Winterton to take 
charge of the proceedings in his absence. 

Reprcsenttvtions were made by the deputation 
that the terms of the convention recommended 
by the Joint Select Committee of Parliament of 
the Government of India Bill of 1919 to the effect 
that the Government of India, acting in agree- 
ment with the Legislature, should be conceded 
the same fisci\l autonomy as is possessed by the 

' The propoeala for the enhancement of the Mklt tax and the dnty' . . 
oa keroeine were bIho objected to. Vide Prooeeding* of the Indiaii 
IiQ^ialative Aiiaembly, March, 1922. 
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Dominions, travelled beyond the intentions of 
the Government of India Act o( 1919, to which 
fclone Parliament wa^j committed. It" was 
further argued that the indigenous cotton 
industry of India had been able to make head- 
way against competition even in the days when 
the import duty on cotton was balanced by 
a countervailing excise duty bf the same 
amount, and therefore the industry itself did 
not stand in any need of protection. It was 
also stated that whereas Indian politicians of 
all chisses were admittedly protectionist, the 
cotton duties were bound seriously, to affect the 
poorest class of the population. The suggestion 
was made that the revenue derived from the 
cotton import and excise duties would be equally 
secured if the irnport duty were lowered from 
11 per cent, to 6 per cent., and the excise duty 
raised from 3J per cent, to 6 per cent. In 
general it was urged that the Government 
should recognise the grave dissatisfaction caused 
in Lancashire by the suspicion that the Indian 
cotton duties were dictJited by a clique of 
wealthy mill-owners in India, and that the 
Government should ensure that a true balance 
was held between all parties interested and 
should undertake that the representations made 
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to them should receive their close attention in 
co-operation withithe Governmept of India. 

Lor(f Winterton, replying on behalf of the * 
Secretary of State, indicated as regards the 
convention recom/nended by the Joint Select 
Committee that ultimate self-government must 
contain fiscal autonomy as an essential feature, 
and that, therefoae, if and when, as was hoped, 
India attained self-government, the right of 
fiscal autonomy must then be unreservedly, 
conceded. He expressed his wish, however, not 
»to press this argument too closely for the 
moment, and ‘he assured the deputation that 
there was no doubt that the ultimate respon- 
sibility for India’s financial measures must in 
present circumstances rest with the Secretary of 
State. ^ He was not in a position to promise 

definitely that the Secretiiry of State would 
undertake to re-examine the whole position. on 
the lines suggested by the deputation ; but 
he expressed his full agreement with the view 

' Lord Winterton pointed out that the actual j^oaition a« regarda 
cotton import and excise dutica had by virtue of the vote of the Indian 
Legislative Aiwembly been left aa it was twelve montha ago, tas., the 
dgare of the import duty remained at 11 per cent., and that of the 
excise duty at 3^ per cent. He added that in one respect the 
British cotton trade was better off than other trmics, since the 
general import dnty had been raised in the recent Indian budget 
nom 11 per cent, to 16 per cent., whereas by the vote of the Indian 
Ligistative Assembly the import doty on cotton had been left at its 
former ftgnre. 
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that close oo-operation between tie Honae 

GoveAiment and the Governi^ient of India in 
€ 

this matter was essentuil in the interests of both 
countries, « and he promised that the fullest 
consideration should be <(iven to the repre- 
sentations made, vN'hich he would charge himself 
xyith conveying to the Se{n*etary of Stated 
The opinion (expressed by L()rd Winterton, on 
behalf of th(‘ present Secretary of State for India; 
.seems to indicate* a siginticant change in the 
attitude of the British Government towards India 
on this important <jin‘stion. Lord Winterton^s v 
words are in direct contrast with, the clear and 


emphatic, language without any ‘if’ or ‘ when' — 
in which Mr. Montagu deb ned the constitutional 
position of India in respect of her tariff* And no 
wonder that this c.hange of attitude has given rise 
to a keen and intense feeding of dissatisfaction 
am^ngall cla,sses of people in the (jountry. It is, 
however, to be earnestly hope»l, in the interests of 
the future gO(Ml relations between India and 
England, that no attempt will be made to go back 
upon the definite assurance of fiscal freedom which 
was given by a responsible Parliamentary 
Committee, and endorsed by the King’s res- 
ponsible Ministers. 

* Report pitblishod in the April, 1923. 



CHAPTER V 


THK THKORKTIC BASKS OK FRKK TRADK 
AND KK()TK(TION 

Mercantilism was the accepted (‘conomic creed, 
of the nations of Europe in t}n‘ seventeenth 
•and eighteenth centuries. Control of trad(‘ and 
industry in various shapes and forms was the 
essential feature of the mercantile theory and 
practice. Tli.e Physiocrats were the first to lead 
a movement of revolt against the system of 
exclusions and prohibitions by which the mer- 
cantilists sought to advance the industrial and 
commercial interests of their respective countries. 
The doctrine of free trade gnnv out of certain 
principles advocated by the Physiocrats. 
Adam Smith was tfie prophet — though not the 
father — of this theory.* He held that all 
restraints were bad, and urged the removal of 

' SeTerel writerH ha<l advocated freedom of trade and induatty 
before Adam Smith. Ho must have U’cn latxely influenced b)* the 
writings’ of Quesnaj, Goumay, and Turgot of France, and David 
Hume of England. But to Adam 8ro ith belonged the cred it of having 
first present this doctrine iua precise and intelligible form. 

m 
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restrictions on trade in order that the “ obvious 
and simple system of natural liberty” might 
' establish itself. * 

Natural* liberty was thus the most important 
basic principle of free tradp. The duties of 
the State would, in this view, be limited only to 
protecliion of the community from external in- 
vasion, the preservation of internal peace, and the 
maintenance of a* few works of public utility. 
.“Every nation,” said Adam Smith, “which 
endeavours, either by extraordinary encourage- 
ments, to draw towards a particular industry a 
greater share of the (capital of the society than 
what would naturally go to it; or by extra- 
ordinary restraints, to force from a particular 
species of industry some share of the capital which 
would otherwise be employed in it, is in reality 
subversive of the great purpose which it means 
to promote. It retards, instead of accelerating, 
the progress of the society towards real wealth 
and greatness ; and diminishes, instead of increas- 
ing, the real value of the annual produce of its 
land and labour.”' 

Every individual, in this view, was a better 
judge of what species of industry was likely to be 
of greater value to him than any state.sman or 

> Wealth of Nations, Bk. IV, Ch, IX. 
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lawgiver. * ^Regulation by the State, therefore, was 
either useless orjiurtful. And ^natural liWty 
would ‘promote the welfare not only of the 
individual, but also of society. “Every in- 
dividual”, according to Adam Smith, “is con- 
tinually exerting himself to find out the most 
advantageous employment for whatever- capital 
he can command. It is his own advantage, 
indeed, and not that of the society, which he has 
in view. But the study of his own advantage, « 
naturally, or rather necessarily, leads him to 
4 )refer that employ meiit which is most advan- 
tageous to society.”^ 

Another important principle on whicli the 
free trade dpc.trine was based was inter- 
national division of labour. Just as a prudent 
master of a family, argued Adam Smith, never* 
attempted to make at home wliat it would cost 
him more to make than to buy, so if a foreign 
country could supply us with a commodity chea- 
per than we ourselves could make it, it would be 
an advantage to buy it with some part of the 
produce of our own country. 8uch purchase 
would not lead to any diminution of the general 
industry of the country, for industry was always 
in proportion to the capital employed. Left to 

> Wealth of Nations, Bk. IV, Ch. IX. 
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itself^ therefore, the industry of the country was 
always able to ^nd out the way in which it could 
be employed with the greatest advantage; but 
artificially regulated, it was turned away from 
a more, to a 'less, advantageous employment, 
and the exchangeable value of its annual produce 
was (fiminished. 

Originally, it seems, Adam Smith’s view 
rested on the (|uestion of natural advantage. 

• “ The natural advantage ”, he said, “ which one 
<;ountry has over atiother in })roducing particular 
<^oinmodities are sometimes so great that it is 
acknowledged by all the world to be in vain to 
struggle with them But he perhaps felt 
disinclined thus to liinit the tlnany, and extended 
it to advantages of other sorts. 

Freedom of trade and indu.strv ought, there- 
fore, in Adam Smith’s opinion, to be the general 
rule for all (‘ountrie.s. But he recognised cer- 
tain exceptions to this rule. In two cases, he 
thought, it might be advantiigeous to lay some 
burden upon foreign industry for the encourage- 
ment of domestic imlustry. First, when .some 
particular industry was neee.s.sary for the defence 
of the country. The Navigation liaws of Eng- 
land were ju.stified on this ground. Secondly, 
when some tax was imposed upon local produce, 
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ftn equal lix might reasonably be imposed on the 
like produce of foreign countries.^ Besides these, 
there were two. other cases in which it might 
sometimes be a matter of deliberafion. The 
first was when soryc foreign nation restrained by 
high duties or prohibitions the importation of 
manufactures of a particular country ill to its 
own, retaliation might lx* a good policy, if there 
was any probability that it would procure the 
repeal of the high duties or prohibitions. Then • 
again, when parti<uilar inanufac.tures, hy means 
'of high duties or prohibitions upon all foreign 
goods, had becii so far extended as to employ a 
great multitude of hands, humanity might 
require that freedom of trade should be res- 
tored only by slow gradations, and with a good 
deal of reserve and circumsp<‘ction.^ 

Adam Smith was certainly on firm ground 
when he condemned the abuses which resulted 
from the acceptance of Mercantilism. But the 
theory of natural economic, liberty, ns formulated 
by him, has not stocxl the test of experience, 
for every civilised nation, not even excepting 
England, has found it necessary to impose 
restrictions in some form or other on commer- 
cial and industrial activity.^ Adam Smithes 

» Wealth of Nationa, Bk. IV, Ch. II. 

*8idgwick adopteil a moderate attitude towarrifi the qaeation of 
aomomio libartj. He said, ** Complete laiwez fairc U not to be 
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narrow conception of the functions (tf “the State 
has now given place to a more enlightened view. 

‘ His belief in the absojute identity of the econo- 
mic interests of the individual and the commu- 
nity, and of the nation and humanity, under all 
circumstances, has now been found to have been 
based* on wrong hypotheses. His failure to 
draw a distiiiction between natural and acquired 
advantages is a very regrettable omission. 

, Lastly, Adam Smith’s vision was limited to the 
static side of economic, ac.tivity, which prevented 
him from considering national economy in its 
more important - namely, the dyjiamic — aspect. 
The main thesis of the great economist, therefore, 
can be ac(*epted as true only within certain well 
defined limits. 

The doctrine of free trade, as expounded by 
Adam Smith, was followed by Ricardo and 
developed by J. S. Mill. Ric.tirdo, like his 
predecessor, thought that under a system of 
perfectly free commerce, etich country would 

taken aa a political ideal ; the problem for the statesnian ia to 
balanco its advantnffOH n^inat the disadvantaffes of extending the 
sphere of goveniinont 

As for the application of the theory’ of individual freedom to 
economics, a contemporary writer says : “ The case for Free Tti^o 
is thus essentially a part of the general case for individoal liberty, 
ft does not, of coarse, follow that those who accept indiridnai 
liberty as a general rule of policy are bound to accept Free Trade, 
but it does follow that they will inclined to do so, until they are 
proved to be wrong". H. Cox, Economic Liberty, p. 99. 
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naturally* devote its capital and labour to such 
employment as would be most ^beneficial *to it. 
And tliis pursuit of indivjdual advantage would 
lead to the universal good of the whole. By 
stimulating industry ”, he said, •“ by rewarding 
ingenuity, and by using most efficaciously the 
peculiar powers be.sto\\(‘d by natinu*, dis- 
tributes labour mo»st effirtively and most econom- 
ically : while by increasing the general mass of 
pnxiuctions, it dif}‘us(‘s gemnal benelil, and . 
binds together by one common ti(‘ of interest 
•and intercours(‘, the universal socic'ty of iiations 
throughout tin*. civilised world.”* 

John Stuart Mill (‘xpre.ssi'd similar views with 
his usual precision of thought and language. 
He laid great stress on the fundamental idwi of 
mutual benefit, which was believ(*d t(> underlie 
international trade. “ The importation of foreign 
commodities”, wrote Mill, “in the co?nmon 
course of traffic, never takes place, (*xce])l when’ 
it is, economically speaking, a national good, 
by causing the same amount of commodity to 
be obtained at a smaller cost of labour and 
capital to the country. To prohibit, therefore, 
their importation, or impo.se duties which 
prevent it, is to render the lalwur and capital 

^Ricardo, Principles of Potitical Kcotiomy and Taxation, OK. VII. 
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of the country less efficient in prodiSction than 
they would otherwise be; and compel a waste 
of the difference between the labour and capital 
necessary* for the home production of the 
commodity and that which is required for 
producing the things with which it can be 
purchtised from abroad. The amount of 
national loss thus occasioned is measured by 
the excess of the price at which the commodity 
• is produced, over that at vv'hich it could be 
imported. In the case of manufactured goods, 
the whole difference between the two prices is 
absorbed in indemnifying the • producers for 
waste of labour, or of the capital whi(‘h supports 
‘ that labour. Tho.se who arc sup})osed to be 
benefited, namely, the makers of the protected 
articles, (unle.ss they form an exclusive company, 
and have a monopoly against their own country- 
men as well as against foreigners,) do not obtain 
higher profits than other people. All is sheer 
loss to the country as well as to the consumer.”^ 
Mill ridiculed the “ specious plea of employing 
our own countrymen and our national industry, 
instead of feeding and supporting the industry 
of foreigners “ The alternative he added, 
“ is not between employing our own people and 

' J. S. Mill, Principles of Political KVonomy, Blr. V, Ch, X. 
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foreigners, •but between employing one class and 
another of our ovfn people. Thg imported* com* 
modity*is always paid for^ directly or indirectly, 
with the produce of our own industry ; that 
industry being at^tlie same time rendered more 
productive, since with the same labour and 
outlay, we are enal)led to possess ourselv(A< of a 
greater cpiantity oi tlie article.”' 

eac.h country devoted itself to the produc- 
tion of tliose goods for wliicli it had the best, 
ad vantages, no doubt productive costs would 
•be reduced to tin* lowest possible limits, and all 
countries w'ouhl reap the benefit. It would be 
impossible to dispute the <‘orr(‘ctness of Mill’s 
view, provide/] it was assumed that the advan- 
tages wdiicb one country possessed over another 
in the production of any article were of a per 
rnanent character. But this assumption is not 
alway.s true, and, therefore, there may be condi- 
tions to which his argument would not apply. 

Mill himself, like Adam Smith, was fjuite 
prepared to make exceptions, though the (excep- 
tional cases mentioned by him w^ere not exactly 
the same as those of his predecessor. In 
the interests of national def(mce, restrictions 
might, in his opinion, be “though economically 

*tl. 8. Mill, Princi]>leH <rf Politiriil tCtvnioim, Kk, V^ Ch X, 
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disadvantageous, politically expedi&t But 
the only case in ^vhich he would* regard protective 
duties as defensible on# mere economic, principles 
was when tijcy were “imposed temporarily 
(especially in a^oiing and risii^r nation) in hopes 
of naturalising a foreign industry, in itself 
perfectly suitable to the circaiinstarjces of the 
country”. Mill thus went further than Adam 
Smith in tin* dire('.tion of liiniting the doctrine. 
►He drew a distinction betweiui natural and 
acqidred advantages. “The siijauiority of one 
(jountry ”, said Mill, “(»v(‘r another in a branch of 
production often arises only fron^ having begun 
it sooner, 'riiere may be no inherent advantage 
on one part, or disadvantage on the other, but 
only a present su[)eriority of acquired skill and 
experienee. A country which has this skill and 
experieiua* to acquire, may in other respe(*ts be 
better adapted to the production than those 
wliudi were earlier in the field. ... But it cannot 
be expex'ted that individuals should, at their own 
risk, or rather to their certain loss, introduce’ a 
new manufacture and bear the burthen of 
carrying it on until the producers have been 
educated up to the level of those with whom the 
proce.sses are traditional. A protecting duty^ 
continued for a reasonable time, might sonietimee 
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be the least inconvenient mode in which the 
nation can tax itself for tlie support of such an 
experiment.’’ 

Mill was careful, however, to ad(I*a word of 
caution. He said, “But it is eksential that th^ 
protection should be confined to cases in wliich 
there is good ground of assurance tliat the 
industry which it fosters will after a time be 
able to dispense with it; nor should the domestic 
producers ever be allowed to expect that it will 
be continued to tliein»beyond the time necessary 
' for. a fair trial of what they are capable of 
accomplish ing.^’' 

Another significant admission, which was 
characteristic;. of the .sense of fairness which dis- 
tinguished Mill from the other advocates of free 
trade, was that “ there is a great foundation of 
reason ” for the belief “ that a nation all engaged 
in the .same or nearly the same, pursuit — a nation 
all agricultural — cjannot attain i\ high state of 
civilisation and culture.” 

• The concession made by Mill in favour of 

*Mni, Principles of Political Economy, Bk. V, Ch. X. As Sir 
William Ashley points out, the “will" of the original text wm 
changed into “mis^ht" in the 7th eilition, and the words “it is 
CMMoatial that " were inserted. 

It is worthy of note that Adam Smith himself concedes that “by 
■acA (Meromtile) regulations a particular manufacture may some* 
iimee be aoquirefl smner than it could have latcn otherwise, and after 
a certain time may be made at home as cheap as or cheaper than in the 
country Vide Marshall, Industry and Trade, Appendix D. 
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‘infaijt industries’ was regarded as heresy .by 
the other followers of Adarft Smith. ^ These 

latter lacked Adam Smith s breadth of view and 
moderation and Mill’s scrupulous regard for 
truth." When Adam Smith avd Mill made reser- 
vations or exceptions, they suggested that (cer- 
tain conditions were implied for the validity of 
their theory. But other supporters of free trade 
made “simple sweeping statements of broad scope 
• without the necessary limitations and conditions.” 
They bolstered up the doctrine as an absolute 
truth w'hi(di was ap[)licable to all (drcumstances. 
One reason of this narrowness of view was per- 
haps to b(‘ found in the deductive method of 
reasoning which w^as exclusively • employed by 
some Ciionomists. .Vnother reason was the limited 
knowdedge of the world possessed l)y them, which 
tempt(Ml them to generalise from the circum- 
stances with whiidi they were familiar. But the 
nlost important reason was patriotic bias. These 

'Sir Willijim points out that, writinj^ to n correspondent in 

1869, Mill expresseil an intention to ’withdraw the opinion, and 
remarked: “ Kven on this point I continue to think my opinion 
was well grounded, but ex^ierience has shown that protectionism, 
once intnxiuced, i.sin danger of perjictuating itself, and I, therefore, 
prefer some other iiuide of public aid to new industries though in 
itself less appnipriate ” But he Bubsefpicntly changed his mind 
and allowed the opinion to stand. 

* In France, the chief advocate of the classical doctrine was J. B 
Say, who also was prepared to make some concession in favour of ' 
young industries for the purpose of development. 
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ec9norai8t^ looked to the ne'eds and interests of 
their own country, and failed to^ appreciate those 
of other countries. As htys been rii^htly expressed ^ 
by a great economist, “ It was clewly to the 
interests of England that h#r manufactures 
should be admitted free by other countries. Any 
Englishman who attempted to point oi?t that 
there was some force in some of the arguments 
which were adduced in favour of Protection in 
other countries was denounced as unpatriotic.”’ 
The evil was further aggravated when the theory 
was put to polemical use by politicians who made 
all sorts of overstatements and (‘.xagge rat ions. 

The free trade theory came thus to b(* looked 
upon with /suspicion by statesnuu) in other 
countries, and was for a time discarded by 
economists — with a few notable exc( ptions— - 
oiftside England. About 1800. the dm'trine of 
free trade was triumphant. But riot long after, 
a reaction began to set in. In reramt years, 
however, a more sober and moderate view of this 
doctrine has been adopted by its supporters 
amongst economists. Prof. Marshall does not 
hesitate to point out that “ the wording of these 
doctrines was often so narrow and inelastic that, 
when applied under conditions of time and place 

^ Marshall, Indastry and Trade, p. 760. 
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different from those in which they had their origin, 
their Vaults becjme obvious atod provoked re- 
action.” He adds : ‘^.Looking back, then, it is 
easy for u^fto see. that English economists made a 
grave error of judgment as to J}he proportions of 
one leading problem of their own age, though not 
of theiV own country. They misjudged the needs 
no less than the potentialities of backward 
countries, and specially of new countries. They 
•took little account of the fact that, though any 
county of England, which had latent resources and 
faculties for an advanc,cd industry, would attract 
that industry to itself from other counties ; 
yet what is true of (counties is not true of 
countries. 

The most formidable critic and opponent of 
Adam Smith’s theory was Frederick 
I Tath er yLit^ odern ^iurtmamir, natioHalism and-Jbe 
I nitcllect.i iaLimujda^v»-X^ 

He was, in reality, more a critic of tlie popular 
notions on free trade than of the exposition of 
the doctrine by the great classical economist 
himself. The necessity which List felt for 

energetically con trad hating ” a great writer like 
Adam Smith often led him — though uncon- 
sciously — to misunderstand or misinterpret him. 

* Marshall, Indnatrj- and Trad©, Appendix E. 



neOALKHilCTlN INDIA IST 

The .mam* characteristic of List’s system, ai 
distinguisheli from that of Adam SmitB and 
others— which he understood to be cosmopol- 
itanism — was nationality. List was not wholly 
opposed to a sys^tem of free trade. But lie 
saw that all nations were not equal in wealth or 
productive power. He argued, therefort* that 
** in order to allow freedom of trade to operate 
naturally, the less advanced nations must first 
be raised by artificial measures to that sUige of 
(iultfvafion to which the Knglish nation has 
’ bee^ri artificially elevated. ” The most effectual 
rheans for this* purpose was, in his view, protec- 
tion which should be re.sort(*(l to by “ all nations 
which feel tliem.selves to be capable, owing to 
their moral, intellectual, social, and political 
circumstances, of developing a manufacturing 
power of their own.”' 

List laid great emphasis on prod motive })ower. 
He held that the jx)wer of pnxlucing wealth was 
** infinitely more imjK)rtant than wealth itself ; it 
insures not only the possession and the increase 
of what has been gained but also the replace- 
ment of what has been lost.” The prosperity of 
h nation was not greater in proportion in which 
it amassed more wealth (i. e , values in exchange) 

* Lirt, National Sjrgtem of 
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but in the proportion in which it' developed 
more Its powers^ of production/ The distinction 
which List drew betive«‘ii present and future 
advantage* is of fundamental importance. A 
nation, according to liini, mpst sacrifice some 
present advantages to secure future ones. List 
did nftt overlook the fact that protective duties 
tended at first to incimse the price of goods but 
this loss he believed to Vk‘ only tcmporarj. 
When, in the course of time, the nation was 
mabled by this means to build up a completely 
leveloped manufacturing pow(‘r of its own, these 
roods would be produ(*ed more cheaply at home 
than could be purchas(‘d from foreign countries. 
If, therefore, a sacrific.e of value \yas caused by 
protective <luties, it was made good by the gain 
nf a power of production. 

List laid great stress on the necessity for 
developing manufactures as well as agriculture. 
These two^ kinds of industry, he thought, de- 
pended mutually ui^on one another, and he called 
this relation “the balance or the harmony of 
the productive powers.” He regarded the value 
of nianufacturing industries, from the point of 
view of civilisation, as very great. Without 
them a nation must remain relatively unprogres- 
sive. “ In a condition of merely agricultural 
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industry,” he wrote, “ caprice and slavery, 
superstition and * ignorance, wnjit of means 6f 
culture, of trade, and of transport, poverty and 
{X)litical weakness exist. In the merely agricul- 
tural State only tlje least portion of the mental 
and bodily powers existing in the nation is 
awakened and developed, and 'only the* least 
part of the powers and resources phi(‘ed by 
nature at its disposal can be ac.euniulated.” 
And from the national stand-point, he considered 
the exclusive pursuit of agriculture a source of 
we^ikness. “A nation,” said he, “which only 
carries on agriculture, is an individual who in 
his material production lacks one arm. Com- 
merce is merely the medium of exchange between 
the agricultural and the manufacturing power, 
and l)etween their separate branches. A nation 
which exchanges agricultural ju’oducts for foreign 
manufactured gorals is an individual with one 
arm, which is sup[>orted by a foreign arm.” On 
the other hand, manufactures not only helped to 
secure the material prosperity of a nation but 
also its industrial independence in time of war. 

List did not reject the idea of an international 
division of labour, but he believed that this was 
determined by climate and nature herself Evi- 
dently, he did not favour a permanent territorial 
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division of labour based on acquired A(fvantages. 
List Vas ‘not entirely opposed to free trade. 
According to his system, protection would 
always be* of a temporary character, and it was 
to be limited to the educational or young indus- 
try stage of development. Protective measures 
were ^.onsidcred by him justifiable only in the 
ease of nations which possessed an extensive 
territory, large population, and natural re- 
^ sources. Universal free trade was his ideal, 
but it could be realised only when the industri* 
ally ba(;kward nations were educated up to the * 
level of the more advanced natk)ns by means 
of prote(*.tionb 

Frederick last was the founder. of ‘scientific 
protectionism ’ as distinguished from ‘ mercantile 
protectionism.’ But In* was a protectionist only 
in a qualified sense of the term. There were, 
however, other advocates of protection who went 
very mu(;h further than List. , They were not 
content to limit prote(;tive measures to young 
industries, or to articles required for national 
defence, but wanted to extend them as widely as 
possible. And in their disputations they used 
arguments which were not only untenable, but 
sometimes appeared ludicrous. Thus- their 

^List, National System of Political Economy, Bk. II, Oh. XXVI. 
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attitude fiituished grounds for censure and con- 
demnation. *One f>f the most briHiant economists 
who attacked the f>rotectionist (h^ctnne Avas 
Frederic BavStiat. He employed not only all the 
fruits of his observation and stiiidy, but all the 
resourscs of his wit and humour. t4) demolish 
the position of his opponents. • In his famous 
Siitire on the (\indle-makers’ Petition lie poured 
ridicule and contempt on the ])rot(‘ctionists. ' 

*Bastiat, however, did not presmit th(‘ j)rote(‘- ^ 
tionist (*as(‘ in a fair and impartial manner. 

• The chief arguimMits in favour of protection may 
be. l)riefly dis(‘iiss(‘d here. In the first |)lace, it 
is (daimed that ])rotection .secur(‘s diversity of 
industries. This is true only of countries which 
are, economicadly speaking, young. Agriculture 
is expo.sed to the freaks of tli<‘ .s(‘as(ms, while 

* The imjijfirmn {)etiti(mei'>< are riuMk* to n»\ “ We are f«nfreriTijf 

from the iutnlemhle eoTupetition ol a for«-iAfti ri\al TIuk nvtil, who 
18 none other tlian Um* huh, warren war to tlw' knife a^rninM uh, aiul 
we auspect that he has Imumi ruisetl up hi |»erli(li(ins Albion 
What we pray for in, t.'iat it may please \ou to pans a law' onterin|jf 
the shuttinv^ up of all wohIowh, skylights by or throuj;?h whieh 
the liprht of the sun has U-en in use to inter Iiouwk, Io the 
prejudice of the rneritorioifti nmnufaetun-s with whieh we flatter 
^urselvea we have ntM’onirnodated our eonntry » eountr} which, 
in fputitudo, oufrht not to ahnndon uh now to a Htrife ho untH|ual." 
In anticipation of the poHHible objeetion that the frrant of their 
player rnwhl 1 h* hurtful to the wuiminierH, tlie petitioners are 
made to reply : “ Vou have trawd to have any ri^ht to invoke the 

intereat of the consumer, for, whem-ver his intercHt is found 
opposed to that of a jinslncer, you saerifict* the former. Ttm 
have done so for the purpoee of encouraffinjr labour Rial incToasing 
employment. In the sanie mison you should do so afrnin. 
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manufictures are dependent more upo^ human 
effort* than upon the gifts c of rfature. The 
development of manufacturing industry* is also 
necessary • for the social progress of a people. 
But it takes long to develop manufactures in a 
country which has been accustomed only to the 
cultivation of *tlie soil, unless some special 
encouragement is oflered to^a portion of the 
population to (change their occupations. But 
this argument does not liold good of countries 
which have already succ'.eeded in establishing 
manufactures. t 

Secondly, it is argued that , protection * by 
encouraging various branches of home industry, 
makes a community much less dependent upon 
foreign countries. It is possible that, in time of 
war, the imported su))plies of a country may be 
cut off by its enemy, and to guard against such a 
contingeiHiy, it may be desirable to encourage 
the production of all the essential kinds of goods 
within its own borders, even though it may be 
more expensive to produce than to buy them in 
‘ normal times. Hut this is really a political, and 
not an economic, argument. Its validity, how- 
ever, has been admitted by even ardent free 
traders. The only (piestion is whether or not 
the premium which has to be paid for such 
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national •kaBurance is too high. Eilgla • 
perhaps, finds it less costly to maintain a*large 
navy v^hich enables her to obtain her food 
supplies from tJie most distant par4s of the 
world than to pnKluce the entire.quantity of her 
food at home. 

Thirdly, it is asserted that a*protectivft duty 
falls ultima t(ily on the foreign producer, and, 
consequently, protection secures the double ad- 
vantage of taxing the foreigner and of fostering 
home industry. This argument is valid only in 
• part. It is true that, very oftcm, tlic foreign 
manufac.turer bears a part of the burden of an 
im|X)rt duty in order to retain his market in the 
importing country. But this is not a matter for 
rejoicing to tfic consumer who has to pay a higher 
price for the articl(‘ on which the duty is levied. 
The real test in such a cas(‘ is, not whether the 
foreigner sutlers, but whetlnu* it is worth com- 
pelling the home (consumer to pay a higher price 
in order to develop the productive [X)wer of the 
country ; in other \^ords, whether an immediate 
sacrifice is de.sirable in order to secure an 
ultimate gain. 

The fourth argument in favour of protection is 
that when a country pnxluces commorlities for 
itself, instead of obtaining them from abroad, 
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tjjc Goh and labour of transportatiorr are saved. 
This ‘argument is wholly falkiciou^, for goods 
would never be convened from one country to 
another, unless such (conveyance* was more profit- 
able than local ^mxluet ion. 

The fifth argument is that protec-ction helps to 
raise •the wage.? of labour. The real cause of 
high wages is the larg(‘ produe^tiveness of labour, 
and .so far as protection helps to establish suc(cess- 
ful industries, it does e(‘rtainly tend to raise 
wages. It, very often, hap[)ems, liowever, that 
only nominal wagvs an* rai.MMl. In many cases, a» 
rise in wages is accompani(‘d by a rise in {)ri(a\s. 
Ho>y b y' l>»'<>tection yosults iji.a 

Sixthly, it is argiK'd that protection, having 
been oikm' establislu'd, cannot b(‘ remo\'ed without 
causing great loss to emj»loyei>' and (unployed in 
the protected industries. While there is a great 
deal of force in this argument, it is, in fact, an 
argument against initial protei'tion. It cannot 
be ^lenied that industries, which have enjoyed 
protection for a long .series of years, suffer con- 
siderably when it is withdrawn. Hut all changes 
are attended with suffering to some cla.ssea of 
people. When it is found necessary to withdraw 
protection, the intensity of the suffering may be 
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gce^tly Minimised by making the withdrawal 
gradual, iiistead of sudden.^ 

The last and most ^important argument in 
favour of protection is the ‘infant indusi^ry* 
argument. This, as has already been said, was 
the main ground* on which Frederick List based 
his theory, and the support lent to it by J. S. 
Mill added immensely to its value. As an 
eminent economist puts it, “the really sound 
arguments in favour of protection are various 
prcscnbitions of the case for aiding infant 
industries, and unborn infants along with the 
rast ” Evidently, the applicability of the argu- 
ment is contihed only to countries which are still 
in the earlier stages of industrial development. 
But two es.'icntial conditions arc implied in it. 
First, the industries selected for protection 
should be suitable U> the country, and secondly, 
protection ought to be withdrawn as soon as the 
protected industries are able to stand on their 
own legs. The first of these conditions is com- 
paratively easy of fulfilment. But the case is 
quite different with the second. Once protection 
is established, it is always extremely difficult 
to abandon it.^ 

* Vide Fawcett, Free Trade and Protection, Ch. IV. 

** Flux, Boonomic Principles, p. 261. 

’This, in fact, was one of the principal objections ui^ged by 
Sidgwick against a poiic}' of protection. He said: agree, 

hid^, with thc^ writers in holding, as a conclusion of abstract 
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This tendency towards the perpetuation of 
specially favoured interests is an eyil of the pro- 
tective system? Another .objectionable feature 
of the s3jstem is thatf the original object of pro- 
tection is often lost sight of, anS when protection 
is afforded to one industry, the contagion spreads, 
and ^ many otljer industries claim special treat- 
ment. Thus industry and trade are diverted 
from their natural channels, and the remumera- 
tion of labour and capital diminishes. Protection 
also tends to discourage industrial enterprise by 
weakening the feeling of self-reliance. The 
encouragement which undesirable combinations 
like trusts and kartels often receive from pro- 
tection is another evil of the system. But the 
worst evil of all is that it fosters political corrup- 
tion. “There are also to be apprehended,” 

economic theory, that Protection, in certain cases and within 
certain limits, would probably be advantageous to the protecting 
counti^, — and even perhaps to the world— if only it could be 
strictly confined to these cases and kept within these limits ; but I 
am nevertheless strongly of opinion that it is practically best for a 
Government to adhere to the broad principle of ‘taxation for revenue 
only ’ — at any rate in a free community where habits of oommer. 
cial enterprise are fully developed. My ground for this opinioi]^|K 
that I do not think we can reasonlibly expect our actual Govern# 
ments to be wise and strong enough to keep ' their protective inter- 
ference within due limits ; owing to the great difficulty and delicacy 
of the task of constructing a system of import duties with the 
double aim of raising revenue equitally and protecting native 
industry usefully, and the pressure that is certain to be put upon 
Government to extend its application of the principle of protecliim 
if it is once introduced.” 

Principjes of Political Economy, Second Edn., pp. 488, 489, 
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observe % body of distinguished Profj^sors, ^ 
those evils ^ther than material which Protejption 
brings in its train, — fhe loss of purity in politics, 
the unfair advantage given to those who wield 
the' power of jol3bery and corruption, and the 
growth of the ‘ sinister interest.” ^ 

According to Prof. Smart, the following are 
the chief evils of a system of protection : It is 
impossible to devise a tariff which does not 
permit all manner of anomalies and inequities ; 
it tends to political immorality ; it tends to 
commercial immorality ; it raises costs and checks 
experts ; it is bad as judged by the canons of 
taxation, ^ 

A well-known continental economist distin- 
guishes between three groups of protectionist 
theories, namely, the developmental, the com- 
pensatory, and the defensive theories. “The 
developmental theories,” says he, “look upon 

^ Tho Fourteen Professors’ Manifesto, 1903, quoted in Pigoa, 
Protective and Preferential Duties, p. 82, Prof. Sumner describes 
the evils of protection in the United States in these words': “ The 
continual law-making about industry has been prolific of industrial 
and political mischief. It hafls tainted olp political life with log- 
rolling, presidential wire-pulling, lobbying and customs-house 
politics. It has been intertwined with cui*roncy errors all the way 
along. It has erected privileged classes in the free American 
community, who were saved from the risks and dangers of business 
to which the rest of us are liable. It has controlled the election 
opngressmen, and put inferior men in office, whoso inferiority 
has reacted upon the nation in worse and worse legislation.” 

' d'Bmart, Return to Protection, Chs. X & XIL • 
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. wo^4€KJonpniy:>s ideaU but onft.^hicjbv (waiot 
,be reached ^niediatdy, bht ouly by way ^pf a 
transitional stage of development through protec- 
tive. duties. , The compensatory theories se^k a 
solution of 'the conflicts which arise from the 
.existence side by side of national economy and 
w()rld economy without concerning themselves 
with the question of the * ultimate goal of the 
development. The defensive theories, , finally, 
see in national economy itself the permanent 
form of organisation which on political , and 
economic grounds must defend itself against 
injurious tendencies originating in the world- 
economy sphere. According to the last view, 
the national economy is an organism, while the 
world economy is merely a community of com- 
mercial relations serving the interests of this 
organism.” ^ 

While this writer is intensely national in his 
economic ideas, he is not absolutely hostile to 
internationalism, In faqt, he argues that 
tionism is an aid to a proper understands^ 
among the nations of the world : He concludi^^f 
well-ordered and properly-balanced study of 
subjeetj^h the following words ; “The 
tive Wbodies a permanent principle 

* J.’ Orunzel, Sconomio Protectionism, pp. 141, 142. 
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lilies only in *its application, and one which in 
geiiei^t niiist Be so •manipulated thAt national 
ecdhbtny ahd world-economy^ development must'^ 
be brought into the^ closest harmony: National 
economy and world-economy do not stand in a 
relation of hostile opposition, but rather con- 
dition 6ach other. In the economfc sense also 
thi truth holds good, that he most benefits the * 
world who best serves his own people.”^ ‘ 

Pair trade, reciprocity, retaliation, and 
colonial preference are modifications of the 
systeni of protection. The supporters of fair 
trade aim at placing home and foreign producers ‘ 
on an equal footing, with regard to the artificial 
conditions of production, while leaving Undis- 
turbed the natural conditions. Reciprocity is 
the system under which one nation grants to 
another certain concessions in respect of the 
tariff in exchange for similar concessions granted 
by the other nation. ^ Retaliators hold that free^ 
tr^e' is the best system, provided that all 
iCOtBatries adopt it. If, however, tariff-walls are^^ 
raiiSbd by foreign countries, th^y cbrisidelr ii"' 
necessary to retaliate in order to lionvett thetn 
to the policy of the ‘open door.* The maiir 
to advoCiite of cbldiiSarpreferenB^^ is 

f Boonomio Proteotianism, p. 861,‘ , • 
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^ive^some economic advantage to his own kith 
and kin over foreigners in order to draw the 
former closer to the niother coiyitry.^ 

The Germai^ Historical School stands midway 
between the two principal schools of free trade 
and , protection Knies, one of the chief ex- 
ponents of this school, said many years ago, “ No 
more the present than any previous economic 
organisation of society is to be regarded*’ as 
absolutely good and right, but only as a phase 
in a continual historical evolution, and that in 
like manner the more prevalent economic ‘doc- 
trine is not to be received as complete and final, 
but only as representing a certain stage in the 
unfolding or progressive manifestation of the 
truth.” ^ Prof. Schmoller, another prominent 
representative of the school, held the view that 
neither free trade nor protection was wholly true, 
but each was true according to circumstances.^ 
While it must be admitted that this view is 
perfectly sound in substahce, the opportunist 
style of argument adopted by some followers of 

^ Dietzel, Retaliatory Duties. 

* Vide Ingrain, History of Political Economy, p. 203. 

^'In regard to the adoption of a policy of free trade by a nation,'' 
Prof. Schmoller says, “ That age could begin to think and act in 
the spirit of free trade which had left solar behind it the toilsome 
work of natiml development that it regarded its best resblts a 
matters ol^ourse." P. Ashley, Ter^^^ History. , 
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the Histori^ Scjiool is hardly satisfac^ry. 
They go, too far in .their disregard for theory, 
and their absolute faith in e^cpediency may often 
lead to harmful consequences/ 

The practice of the nations of tlie world shows 
something like a consensus in favour of protec- 
tion. And, strangely enough, the largest 
countries, with only one exception, are the 
strongest supporters of the protective system. 
Even England, which stood fast by free trade 
^or more than three quarters of a century, has 
novJ^ found it expedient to modify its policy to 
some extent. The key to this situation is to 
be found in the intermingling of economic and 
political considerations. Economic protec- 
tionism thrives on national sentiment. 

Thus we find that, although the theoretic 
basis of protection is comparatively weak, its 
hold on the sentiments of nations is strong. On 
the other hand, in economic science free trade 
is still the prevailing idea. The present position 
of the theory is correctly described by Professor 
Taussig in these words: ‘*The essence of the 

*Prof. Taussig says, “I have little patience with this attitude. 
It assumes to bo large-minded and judioial, and a certain tin^ 
of contempt for the old-fashioned theories often goes with it. 
Yet in truth it usually rests on inability or unwillingness to 
follow the threads of severe reasoning.” Free Trade, the Tariff, 
and Beoiprooity, pp. 26*27. * 
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things^ and its consequenceso are* extremely 
harmful. The imports are what are technically 
known as ^consumers’ §oods, while the exports 
consist mainly of producers’ goods. This dis- 
tinction is a matter of great importance. As 
things,, are, the imported goods are consumed 
exactly at the value shown in the importation 
statistics. If, on the other hand, the imports 
were to consist of unfini^ied articles, their value 
'would be greatly enhanced by the industry of 
the country before they became fit for consump- , 
tion.^ The present situation has another dr8^w- 
back. The exportation of agricultural products 
means the sending away of the soil. This 
tendency towards the diminishing* fertility of 
the soil can only be checked by the develop- 
ment of local manufactures.- The growth of 
manufactures is also necessary for affording a 
greater diversity to the occupations of the 
people. A purely agricultural country, 
dependent on the mercy of the monsoons, must 
always remain subject to periodical visitations 

tures represent over 90 per cent, of the total imports ; while manu- 
factures and raw produce represent about one-third and two-thirds 
respectively of the total exports of India, 

* Vide Grunzel, Economic Prote^'Honism, p. 133. 

*J. S. Mill admits that this argument deserves attention on 
j^ooount of the physical truth on which it is founded but he is of 
pinion that it is not relevant to the question of Protection. — 
Principles of Political Economy^ Bk. V., Oh. X., 1. 
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of the spectte of famine.^ Besides, agriculture is 
not a sufficiently remunerative* occupation, and^ 
a people devoted almost* exclusively , to it can' 
never hope to make any great progress in 
material civilisaticsi.^ 

But the worst evil of the present system is to 
be found in its effect on the character of the 
people. A comrrfunity engaged in agriculture is 
generally found to lack breadth of outlook and 
to suffer from conservativeness and stagnation.* 
Industrial and commercial occupations, on the 
other hand, have a tendency to widen the vision 
of those enga*ged in them, to develop initiative 
and enterprise, and to foster a spirit of freedom. 
Besides, as Ranade said many years ago, “the^ 
political domination of one country by another 
attracts far more attention than the more formid- 
able though unfelt domination, which the capital^ 
enterprise and skill of one country exercise over 
the trade and manufactures of another. This 
latter domination has an insidious influence which 
paralyses the springs of all the activities which 

'The Famine Commission of 1880 observed, “ The failure of tho 
usual rains thus deprives the labouring olass, as a whole, not only 
of the ordinary supplies of food obtainable at prices within their 
reach, but also of the sole employmept by which they can earn 
the means of procuring it.” 

9 The authors of the Beport on the Indian Constitutional Beforma 
correctly appreciated the situation when they remarked, ^^The 
economics of a country which depends to so great an extent aa 
India on agriculture must be unstable.** P. 210. 
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together make up the life of the Nationf^^^ The 
magnitude of the evil becomes Apparent wheh 
the feet is recalled that the political status* of A' 
country depends very largely on ’its economic* 
position. 

The solution of the problem can only be found 
in industt’ial development. But in order that the 
trouble and expense involved, in industrial 
effort may not go in vain, it is desirable, at the^ 
oi|tset, to consider whether or not India satisfies 
the conditions essential for the successful 
^development of manufactures. Such conditions 
are of two kinds, namely, natural and acquired. 
As for the natural conditions, India has an 
abundance of natural resources and a large 
population. The former is the most important 
requisite of production, and the latter not only 
ensures the supply of labour, but affords a 
market for the goods produced by industry. In 
respect of the acquired factors, however, India 
is in great defect. Skilled labour is scarce, and 
industrial expansion is considerably hampered 
by the absence of technical knowledge on the 
pairty of the children of the soil. The supply' of^ 
capital is inadequate. The people lack enter- 
prise, and business organisation is far ffbni' 

(yii^Hdian Sc'driorhic'iff Second Edition, ]p. 106 . 
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,,Thes^ , defects, howeyer, /pot 
. jxremedi^ble. • Technical knowledge Aid *^1 
can * be acquirAl by. education and pracj^cal 
•trfiining. Indigenous capital has already begun 
to, overcome its shyness, agd development of 
banking facilities will go a long way towards 
removing this deficiency. ^Educated <men are 
now beginning to engage in commerce and 
industry, and experience will before long enable 
-them to develop the proper sort of business 
organisation. 

Artificial conditions are in the present age 
Ibecoming more and more decisive as factors iiT 
production. But acquired advantages are not 
the monopoly of any race or nation, and in her 
possession of natural advantages India has a 
great superiority over many other countries. 
The industrial backwardness of India is due, 

. however, in part, to the causes mentioned above, 

- and partly to her political environment. The 
State in India has in the past not only failed to 
fpster industries, *but has actually hindered their 
(ievelopment. Even now, the people belieyp, 
rightly or wrofagly, that, in the industrial struggle 
the forces of the State are arrayed against^tJiiem. 

. A feeling pf helplessness has thus been, indp^eil 
in the community. To remove the feelii^ of j 
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despair from the minds of the people and to 
restore their confidence in their own Selves, it is 
absolutely neces^ry for the Indian Government 
to adopt a policy ofractive encouragement of 
[industries.' Such a policy will give a feelings of 
security to the industrialist, afford a stimulus to 
individual enterprise, and call into being the 
necessary capital and organisation. 

> In every civilised country, the industries 
receive the fostering care of the State. The 
•economic greatness of the United States and 
Germany has been due, in no small measure, to the 
efforts of the State. In England also, industry * 
and trade received considerable a!5sistance from 
the State in the earlier stages of their develop* 
ment. It is true that when these had become well 
developed, they were able to do without the help 
of the Government. But now that some difficulty 
has arisen. State aid is being ojaae more invoked 
and ungrudgingly offered^ What is needed most 
in India at the present moment is an enlightened 
system of protection, by which should be under- ' 
stood all those measures which will tend to 
promote the economic interests of the country.^ 

^ Vide Report of the Committee on Commercial and Industrial 
Policy after the War. 

^The authors of the Montagu-Chelmsford Report observed, 
^‘English theories as to the appropriate limits of the State’s activity 
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These measures may be eithjer positive or ’nega- 
tive. Of •the positive measures, the most 

• I • 

important appear to be the granting of bounties, • 
subsidies and concessioni^ in suitable cases, the 
establishment of technical colleges, the provision 
of credit facilities, t;he proper regiilation of railway 
and steamship freights, the collection and 
dissemination of useful information regarding 
ijidustry and trade, and the local purchase of 


sto^. 

\/^ tariff is only one form of protection.] 
Although it is merely a negative measure, it is 
regarded in most countries as the most effective! 
means of prorqoting a national economic policy. 
Freedom of trade and industry ought surely to 
be the ultimatel goa for India, as for all other 
nations. But, in the abnormal circumstances in 
which she finds herself at the present moment, 
India cannot be expected to derive the same 
advantage from free trade as the industrially 
advanced countries. A departure from the 
present economic policy thus seems to be not 
only justifiable, but, absolutely necessary. Com- 
petition of the right sort, no doubt, is good for 

aro inapplicable to India.” And again, “ We are agreed therefore 
that there must be a definite change of view ; and that the Govern- 
ment must admit and shoulder its responsibility for furthering the 

industrial development of the country Though these are 

serious diflSoulties they are not insuperable ; but they will be over- 
come only if the State comes forward boldly as guide and helpej;? 
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jndulitry and l^rade^in astftte^of ti^ftlitKand v^pui 
Bui, it would^ be extremely ^iilcttltj if ijot, im 
jpo^sible, for the immattire and uHdeyelftpei 
industries of India to . stand and survive thi 
competition pf the mature and fully-developec 
industries of countries which have had a lonj 
gjgjt. The most advanced nations often impose 
restrictipns in the interests of children and weak 
persons. Freedom of contract, in the case of young 
children, is described by political philosopher^ 
as 'another nume for freedom of coercion . On 
the same analogy, it would be unreasonable to 
expect the young industries of Jndia to b6 able 
to make proper use of their freedom. 

If success is to be achieved, industrial condi- 
tions in India must adjust themselves to modern 
requirements. In fact, the industrial structure 
in India will have to be built anew. But this 
cannot be accomplished in a day. The transi- 
tion from the agricultural to the industrial stage 
will take time. Some amount of tariff protec- 
(tion is, in the meanwhile, indispensable to offset 
the temporary lead of the older industrial 
countries. But there should be discrimination 
in the application of the principle of protection 
An "all-round, all-inclusive’' proteetiye 
cannot possibly be advantageous or benefiqi^f ^^ 
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i/ke country*^ It ij argued by some enthu«|a»lricj 
supportefs of a protective policy that an indis^ 
criminate use of protection is neeessar]^ in order 
to oreate an atmosphere favourable to industrial 
development.^ But*they forget to* count the cost 
of such a policy or to estimate its probable 
ultimate gain or lossA The creation of an 
atmosphere is certahily aesirable, but this object 
can. be best attained through some form of 
voluntary effort, such as the swadeski movement. 
The difference between such a movement andc 
Government action lies in the element of com» 
pulsion always involved in the latter, which may, 
unless [)roper safeguards are adopted, produce as 
much harm as good. 

^hile, therefore, infant industries should bcj 
maintained at public expense during the period 
of their education or apprenticeship, adequate care 
must be taken so as not to allow protection to 
run’ riot. Protection ought to be afforded only 
td- such industries as, have a reasonable chance 
qi successful development^ When the raw 
material required for a particular industry is 
Available within the country or can be easily 
q^ih^d from abroad, when there is fiiu 
supply of labour, and when there 

M, Subedar’s Er^denco before the Indian Fiacia) 
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is also a ready market at homg, there is primd 
^ fade ground for believing ^ that the industry 
is suitable to the circumstances of the country. 
In this view, protection will be*required in two 
. sets of circumstances, namely, first, when an 
existing industry is struggling against foreign 
competition, and secondly, when a new industry 
is established for the sake of an experiment. 
In the fornaer case, if it is found that Ijie 
^ difficulty which the industry encounters does 
not arise from any natural or inherent dis- 
advantages and that the superiority of ,the 
foreign rival consists only in acquired skill or 
experience, it ought to be assisted by the State. 
As for a new industry, it is hardly likely that 
individuals will take the risk attending such 
an experiment, unless they are guaranteed against 
possible loss. 

The prim a r y object o f a tariff i s to equalise 
the conditions of production. But it is not 
possible to equalise conditigns in all industries. 
It will thus be necessary to discriminate. And 
great care must be taken in selecting the 
industries to be protected. The most important 
among the large-scale manufactures which may 
be encouraged in the beginning appear to be the 
following: Steel and iron* manufacture sug^^ 
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^lass, pap6r, leather, i*ubber goods. veij[etable 
gils, silk and woollen goods, a^d cotton fabric s 

Iron and ste^I goods now occupy the second 
place in order qf importance* in the list of 
India’s imports. In 1920-21, the total value of 
imported goods of this description was 31^ crores. 
There is no dearth of raw material for these 
industries in the country. Steel of a good quality 
is now being turned out by the Tata Iron and Steel 
Company. During the war, the Company made 
grqjat strides, but, at present, foreign competition 
is beginning again to hit the industry rather 
hard. A few years ago, it was hoped to establish 
no l6ss than, seventeen subsidiary industries in 
the vicinity of Jamshedpur, but this has not 
yet been found possible. The Company is, 
however, still negotiating for the establishment 
of plants for the manufacture of railway wagons 
and locomotives, agricultural implements, wire 
products, tin-plates,^ enamelled ironware, cables, 
and special steel for reinforcement.^ Two other 
Companies are also doing good business, and 
several more have been projected. The 
JThanufacture of steel bars, billets, plates and 
sections of all kinds is increasing. The 

^Ainscough, General BevieMO of tlie Conditions and Prospecta of 
British Trade in India^ 1920-21, p. 60. 
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engineering ‘workshops in India are trying, to 
compete with fojeigi| manufactures in strue? 
tural steel work and sjmple' steel engines of 
all kinds. Mute mill machineiy will shortly 
be produced at Jamshedpur and tea machinery 
at Agarpara h As steel is a ‘ key ’ industry, it 
fully deserves to be placed on a, sound footing 
by means of protection. 

Sugar, during the war period, used to raii{v 
second in the list of India’s imports. In 1920-21, 
however; there was a fall in the quantity, 
which was due to higli prices. But, even they, 
the total value was no less than croras. 
India is the largest sugar-produ(dng country of 
the world. The methods of extraction and pre- 
paration are, however, extremely primitive, and 
the competition of foreign sugar has resulted in 
a progressive decline of cane cultivation. Sugar- 
cane is one of the most paying crops, and it 
occupies an important position in maintaining 
agricultural prosperity. In order that the in- 
dustry may thrive, it will be necessary U) replace 
the antiquated and wasteful methods which now 
prevail by up-to-date and scientific processes. 
But as some time must elapse before this cain be 
done, tariff protection and other measures of 

* Ainscouffh, General Reriow, 1920*21, p. 76. 
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encouragftneui must be afforded. A hi^h rate 
oi duty will, 0 ^ course, prove a- hardship to conn 



^on, its incideii(; §,_mll 

In the opinion of the Sugar Committee, it is 
perfectly praciticable to produce the whole*amount 
of sugar requires! for consumption in India, and 
she may even look forward to the time when she 
- will again become an exporting country h TIm 
suggestion of the Committee that a Government 
Pioneer Factory should be established in Upper, 
India deserves consideration. 


There is a great demand for glassware in the 
country. Glass is a bulky article, but the value 
of the imports was no less than 4 crores in 
19^0-21. The raw material of glass is nothing 
but clay of a particular kind, which is available 
in abundance in tlie country. There is no reason, 
therefore, why this manufacture should not prove 
a success in India. 

The raw material for making paper is avail- 
able in the country in various shapes, such as 
s&bai grass, bamboo, and several varieties of 
wbod. In 1920-21, the imports of paper and 
paste-board amounted to over 7^ crores. About 

‘ Repbrt of the Comihitteo, pp. 9 anft 10. 
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one-thirU of the total consamptm is now 
produced by the^ Indian mills. ^ If the industry 
is properly encouraged,^ it will be quite possible 
for India t6 produce not only the^ whole quantity 
of paper required for use in the country but also 
for export to foreign countries. 

In the pre-waV year 1913-14, the value of 
exports of raw hides and skips was over 12 J 
crores. It dwindled down to 5i crores in 
^1920-21. This fall was due in part to the growth 
of leather manufactures in the country, but mainly 
to the preference of 10 per cent, granted to the 
United Kingdom and the Dominions over foreign 
countries in the rate of the export duty. The 
chemicals required for the industry are mostly 
produced locally. With a proper organisation, 
India ought to be able to convert large quantities 
of her hides and skins into leather and also to 
manufacture boots, shoes, and various other kinds 
of leather goods which are now obtained from 
abroad. 

The importance of rubber manufactures is 
rapidly growing in India. In 1920-21, the value 
of imports of this class of goods was no less than 
Rs. crores. During the same year, India 
exported raw rubber of the value of over 
crores. The production of rubber can, however, 
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be vastly ijicreased. If rubber manufactjires are 
started in India* there will thus be no lack pf 
raw material, and, the h<5me •market for the 
finished producf is sur^ to grow i^teadily in 
future. A rubber factory has recently been 
started in Ceylon, •and it is hoped some factories 
will soon be started in India. JBut without pro- 
tection, they will, hardly be able to stand on 
their legs. 

•Vegetable oils are a species of ii^dustry which 
deserves to be fostered. India’s consumption of* 
vegetable oil and cake is large, and is likely to 
increase with the growth of industries like soap, 
paints and varnishes. She exports huge quan- 
tities of oil seeds every year. In 1913-14, the 
value of the ‘exports of oil seeds was 24 J crores, 
but in 1920-21, it declined to 16 J crores. The 
entire quantity of oil seeds ought to be converted 
into oil and cake, and the oil should be tefined^ 
before any portion of it is exported. It is a 
strange anomaly that India, with her great 
tesources of this commodity, should obtain vege- 
table oils from abroad. 

Silk and woollen goods require some assistance 
from the State. At present, considerable qttan^ 
tities of both these kinds of goods are imported 
into India. In 1920-21, the value of the imports 
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of »li 4 piece-goods ‘was Rs. 4 crores^ tbe*lwlfc of 
came from Japan. Tkere are a few silk 
factories at present •working in India, Uut many 
more mi:^ easily he •started. ^ The imports of 
wrH)llen fabrics amounted last year to over 54 
crores. Btdore th(‘ war, (lerrfiany used to supply 
the l^ulk of th(‘,cheaper kinds of woollen go<Kls, 
while England sent the finer jjualities. For a 
few years, England was almos*t without a rival in 
this trade, although .la[)an cojitrihuted a siftall 
proportion of tin* total supply. But (ferman 
gocals are likely again to Hood tin* Indian market 
before long. The hnlian mills an* turning ‘out 
excellent (jimlities of woollen goods of various 
sorts. The most important of these mills are 
the Lalimli of Cawnpon* and the*l)harivNal mill 
in the Punjab. (Jarpets and rugs of ex(*ellent 
ijualities are also pro<]ueed in different parts of 
. the eountry, while the hand-made shawls have 
still retiuned their exeellencA*. The elrief diffi- 
culty experienced by the woollen industry is the 
want of raw material of a* go<Hl »]uality. But 
wool is being imported from other countries, aod 
the industry seems t4) have a gr^t future 
before it. ^ 

Laetly, we come to (*.otton maitufitctures, the 
hugest mill industry of India. The natui^ 
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eotMliliaDl I&dia are^quiie £Eivourable*to the 
growth of ihe ^x)tton * industry. The • local 
supply cotton 'm abundant, •and there is a 
re^vly market .close at* hand. Although a 
considerable part of the demand for cotton 
gtanis is met by ‘the IocaI produce, yet their 
imports amount to nearly one-Wiird of the, totil 
imports of the country. In 1920-21, imjorted 
e4)tton goods vvcuv Vidued aX Kh. r02 ('lores, and 
exceeded any other thre»^ (‘lasses* of importo<] 
goods taken together. It is small wonder that 
in men’s minds protection has thus (Mime to be 
ide*iititi(*d with^ the us(* of s wad rshi cloths^ As 
a matter of fact, only a small percentage of the 
imported gO(xls c.ompeto with hxyil prmluce of 
a similar character. ’ The (xxirser kinds of cotton 
goods are thus able to w ithstand the competition 
of Manchester. If the owners of existing mills 
show greater enterprise, and if some more niillij 
are start^sl, it will be (|uite possible in the miar 
future to maiiufa(!ture. witliin the borders of the 

’ Thiif wax nil nl>iM;niitilt\ HKiiri', iiikI, in -22, iUo value 
c>f hnp^irtod i^immIh irecrenHed Ut l{*<. (10 eronw, which ui about 

the normal fif^urr. Kvcii in rhiK year of boyentt and trade deproa* 
aiem, the imports <*f ••o(toii irtMida exceetlwl anv other xin^le iTnjmrt 
ktmd. 

*Mr. A. C. CoubrtaiKh |M»inta out that, in 1920 21, “the total 
. epMutity of pieee-xo^xii coiiwunuMl in India wan 400 croraa of yardi. 
The amoant of pieoe>K<KMia uf Hiinilar eliaracter to tfa4jae prutluoed 
ta India waa Iomk than 40 enmm ol yarda Ha abo «how» that 
III 9ft per eont. of imported pM>cr>fro«¥la are non-ei*«ipetitive. S«a> 
on fndinm Pt 0 r*>iittodM Tmtip { Ballet in No, 1ft). 
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country, the entire qiyintity of weirfng apparel 
required by the poorer classes *of the population. 
The absence oT a*l(Ktal supply of loiTg-stapled 
cotton at present offers an obstacle to the manu- 
facture of the finer fabrics, but the successful 
experiments which have been made in certain 
parU of tfie Punjab lead us to hope that this 
difficulty will soon disappear. This branch of the 
cotton industry fully deserves t<j be encouraged. 
While no protection is re(juired for the coarser 
kinds of cotton goods, the finer (jualities will 
perhaps need protection for .some time to come. 

The (juestion of yarn is not /ree from diffi- 
culty, It is highly desirable that Indian mills 
should prcnluce yarns of the higher counts, and 
a protective diity would be helpful* in this regard. 
But, on the other hand, as yarn is an earlier 
sUige of inanufaciture, a duty levied on this 
article, is likely to prove harmful to the later 
stage, namely, the manufacture of cloth. On 
the whole, the balance of advantage would seem 
to lie in admitting yarn fre5 or in levying only a 
small duty on yarns of the higher counts, until 
the mills in India are fully equipped to take 
advantage of a comparatively high rate of duty.* 

'Mr. AinscoQ^h pointR out that, although there has been a 
steady inoreaso in the production of yam during the past three ' 
years, the amount of raw cotton consumed has steadily decreased. 
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flute maniifactures stand on a footing different 
from other incRistries. They have already proved 
^a success in India. There are at present seven ty- 
five*jute mills in tBengal, and exjx>rts af manu- 
factured jute amount annually ty over Rs. 50 
crores in value, fie fore the war, more than 
one-half of the total exports of jute eonsist/ed 
of the raw material. But the proportion has 
now considerably diminished. If more mills 
are established, it will be possil)l(» to manu- 
facture the whole of the raw jute within the 
country. This industry, therefore, does not 
seem to stand iu need of State assistance. 

Industries of a comparatively small size ought 
also to be jirotected. Cement, pottery, soap, 
paints and varnishes, cutlery, mat(^hes, and 
stationery articles are classes of goods of which 
the raw material is available in the country, either 
wholly or in part, and which have a ready market 
at home. If they are properly aided, these 
industries will add to the procluctive power and 
wealth of the country. As the industrial 

ThtB he takes to bo a clear proof that the millH are tending to apin 
finer oounta, (Report for 1920-21, p, 57). But Mr. Ain«coiif(h 
doe* not apprehend a aerious Ion in the whole of the cotton goodii 
trade of England. He saya, ‘*My peraonal opinion ia that, on 
bahknoe, oar trade with India will oontinne to increaee. The trade 
we lone in coarse grey goods will be more than made up by 
inrnMdRd shipments of the finer cloths dae to the steady advance 
fn tlii prosp e r i ty of the ooantry.” (P. 99.) 
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development of the oountry proceeds, many new 
industries will also claim tlie attention of the 
State. ‘ , 

(chemicals, machinery, artid railway 'pknt 
present sonni difficulty. The growth of chomicjil 
industries is of the greatest importance to the 
g<ifiernl industrial advaiKicment of the country. 
They thus deserve encouragement at the hands 
of the State. But as the price of chemicals 
enters lafgely into the production of various 
kiiids of mannfaetures, thesi* latter are sure to 
la* adversely affected by any import duty that 
may b(‘ imjtosed on cheinietvis. A bounty in 
such a (!ase would seem to be a more suitable 
form of assisUince tbaii tariff* protection. Any 
way, the ipiestion will reeptire very c^areful 
handling. The same thing may be said of 
machinery. It would be hardly right for India 
to continue to depend for an indefinite period on 
fondgn countries for the supply of machines for 
her man ufm; tones. If she has to take her place 
among the industrial nations of the world, India 
must manufacture her own machinery. For 
such a purpose, India has ample raw materiaL 
But a duty on machinery will increase the 
equipment charges of a fectory, and thu^ |)rove 
a handicap to the giH>wth of imhistry geijbiidiy. 
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As for railway plaot aiiA stores, any Hilties 
levied on them will fall on the entirj community, 
and will, besides, ten(t to retard the develop^ 
meat of transport which is so essential to* indus- 
trial expivnsion. This ditliculty c^^i, however, 
\>e pjirtially solved by the loe^il purehase of 
stmes to tiie utmost extent possible. • 

These, indeed, arg instan(*es of the possible 
ccniHiet of interests, which may aris(‘ from 
time to time between ditfbrent induslries. It 
is not unlikely to happen, on soim* (M-casions, 
that producers of a raw material or of an inter* 
mediate product Nwill ask for protection, while 
maiiufaijturers will o[)pos<‘ them. It is oven 
possible that tariff protection afforded to some 
industries may result in the cripplino of others. 
The danger of unintelligent intejferenee with 
industry is always present in a proteetive system. 
The details of a policy of protection will thus Ik* 
no eiwy matter to settle. But if the earnestne.ss 
and independence of the Legislature and the 
honesty and foresight of officials can Ik* cnsureiL 
the difficulties will not prove insurmountabh?. 
Of course, the general principle which will guide 
the fiscal authorities in dtMriding between the rival 
cluiniH of different inrlustries, will l)e the Imlance 
of adVii^tage to the communitv as a whole. 



FISCAL POLICY IN INDIA 


174 • 

The question of rates is importarfb. Some of 
the classes of good§ mentioned above are already 
subject to duty. Buf as the present rat^s were 
fixed wifli sole regard to reveillic, a reconsidera- 
tion of the whole matter^ will be necessary 
when a protective policy is decided upon. And 
the Metermination of the rates will require the 
exercise of great care and caution. They should 
be high enough to afford protection, but not so 
high as U) unduly or unnecessarily add to the cost 
of living. The existing general rates may continue 
for revenue purposes, unless it is found desirable, 
on financial grounds, to enhance «or reduce them. 
But special rates should i)e fixed for purposes of 
protection. As a rule, a protective duty of 20 
or 25 per cent, ought to be sufficient. In 
exceptional circumstances, however, higher rates 
may be justifiable. In this connexion, a serious 
drawback, which is characteristic of high duties, 
must not be lost sight of. They always have a 
tendency to encourage smuggling and put a 
heavy strain on the honesty of officials. In the 
interests of protection, it will perhaps be found 
necessary to expand the free list. All raw 
materials of industry should l)e allowed to enter 
the country duty-free. 
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for .the sucihessful development of "indtistry/\ 
The primary aim of the fut^ire Jariff policy of ! 
India wilf thus be Uf secure the home market 
for the home pitKluce. A (arefully 'adjusted 
protective system will enable her ito put an end 
to the present abnormal state of things. But 
an indiscriminate increase of customs duties Vill 
produce harmful (^oi^sequences. It will not only | 
destroy India’s external commerce, but prove, 
harmful to her so<dal as well as her ef^onomic life. 

While it is nec.essary to modify the present 
position of too great dependence of India upon 
England, it is 4ieither possible nor dcsirabh* for 
her to attain absolute economic independence. 
We cannot wall ourselves in with high protectivi* 
tariffs, and the attempt to do so is sure to end in 
disaster. This will be neither <iconomically 
good, nor morally justifiable. Isolation \^ould 
lead to stagnation, which in its turn, would result 
in degeneration. Besides, inter-dependence of 
all nations is a higher ideal than ewnomic self- 
sufficiency. If we look at the question from the^ 
practical stand-point, we cannot resist the conclu- 
sion that the days of self-containment are gone, 
and are not likely to return. With the rapid 
development of means of communication, the 
world is fast becoming one economic unit. 
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‘ It sfioulfl also be remembered th*ft the sttbfiiti' 
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tution of flome;?tic proflnction for importe is not 
necessarily a national gaii'i. The fostering of 
soiiKi industries may entail an unneceasiirily 
heavy burden m the community without securing 
I a corresponding advantage to it. In .such cases, 
protection would mean sheer loss t-o the nation. 
The best thing for India to do will, therefore, be 
to e.on('entrat(* her energies on the ])rcMiuction of 
such artie.les as she will tind it po.ssible to make, 
under the ('hanged ('iivumstaiu'es, at less cost 
and with greater (‘.theieney than other ('ountries, 
and to import those artich's wliicvh she can buy 
cheaper than make at home. It is not likely 
that, for at least sonu* time to epme, she will 
tind it advantageous to (Mubark upon the 
pnMluction of goods involving .secret prextesses, 
or re<jiiiring exceptional tt'cbuii'al skill or the 
use of highly specialised maehiuery, such, for 
instance, as synthetii- d\Ts, delicate scientific 
instruments, and w'atehes. 

Kach industry seeking protection must thus 
esUihlish the validity of its claim. Protection’^ 
.should begin only when a particular industry 
is fully equipped to take advantage of it. And 
it should be continued only for a reasonable 
period, and not indefinitely. As soon as th^ 
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l^i^tectdd indofttay is abie«to stand on its own logs, 
V it is found that* it has no chance of proving a 
success, Jirotection should b*e withdrawn. The 
exact period for which * protection tmay be 
afforded will, of course, depend upon the nature 
of the particular fndustry and other circum- 
stances. But fifteen years would seem to be 
a reasonable period in most cases. I f, after the 
lapse of the specified number of years, it is 
found, as the result of careful examination, that 
the industry has made satisfactory progress, but 
that some more time is needed to place it on a 
footing of stability, the period may be extended. 
At the end of the term of apprenticeship, every 
protected industry should be allowed to breathe 
the vitalising air of freedom. Competition will 
then give it strength and vigour. To continue 
protection after the need for it has ceased will 
be to encourage indolence and inefficiency A« 
policy which seeks to. keep the industries of 
the country in perpetual tutelage can only result 
in decadence and Vetrogression. The danger, 
which Prof. Smart points out, — “ once an infant, 
always an infent ”, — is real, and must be guarded 
against. We want in India strong, healthy 
industries, not perpetual infants. The great 
evil of a protective system is the growth of 
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vested interests. This can only Ije * prevented 
or checked by the formatioif of a wide-awake 
public opinion TronI the ve^ beginning. 

Tlie tgnporary chflft*acter of a protective ^uty ‘ 
sliould be particularly emphasised when the 
article protected is one of tlft necessaries for the 
pooler sections of the community. The 
immediate tendency of protection is to affect in 
almost entirely opposite directions the interests 
of produccji‘S and consumers, although, in*the 
long run, their interests are identical. Of course, 
producers are also consumers, and consumers, 
generally speaking, are pi’odueers of some Wt 
or other. Both these classes arc thus, ultimately, 
benefited equally by an improvement in the 
general well-being of the commifnity. But' in 
regard to particular commodities, it may 
frequently happen that, while the producer will 
, derive an unconscionable gain from a protective 
duty, the consumer will suffer an undeserved loss. 
It will be the duty of the State always to hold 
the balance between all ‘parties. On .some 
occasions, it may even be necessary to take 
into special consideration the interests of the 
consumers, who are generally the weaker party. 
It is of the utmost importance to ensure that 
the tarifi' policy of the couiitry is determined for 
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t;he good ofrthe comq^iunity tis a whole, and is not 
dictated eitlier by the manufactiirei!8 of England ^ 
or by the mill-ownefs of India. 

While protection should be temporary in most 
cases, it would be wrong to regard protective 
policy as a “ necessary cvil.”i Most people 
would rather be inclined to •consider it* as a 
necessary good, fpr protection is advocated in 
India chiefly as a means of national rec(mstruc- 
tion. This, liowever, is a more or less academic ^ 
question. 

TIic arguments which have been advanced ^ 
in favour of .withdrawing protection at the 
earliest possible moment do not, of course, apply 
to indukries^ which arc essential for purposes 
of defence, or which are of vital importance to 
the economic life of the people. Such ‘ pivotal ’ 
or ‘ key ’ industries will require continued ^assist- 
ance. 

Special protection may sometimes be necessary 
against foreign goods favoured by such measures, 
as dumping, bounties, subsidies, or transport 
concessions. Measures like the.se often have for 
their object the supplanting of local produce by 

* It is interesting in this connexion to recall the opinion of 
Kobatsoh, who held that protective measures “ore a suitable moans 
of guarding the interests of a particular national economy ; they 
are a necessary evil of historic origin which will disapfiear as it has 
come when It has livoil its day.” 
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forei^ produce with ' the. of •an artifiisiAl 
advantage. * Irv or4er to equalise the conditions 
of production, it may, be desirable in such cases 
to levy a duty on the imported product.' 'But 
the mere fact*that a particular country affords 
protection to its industries will not be enough to 
justify the imposition of prohibitory duties in 
India. These measures may, in fact, be either 
benignant or malignant. When the objec| is 
merely to encourage a young industry, there 
is no cause for complaint. A case of dumping 
arises when goods are sold in the Indian market 
below their cost prices or at prices lower than 
those at which the goods are currently offered 
in the country of manufacture. Duniping may, 
however, be accidental. When the surplus 
goods of a foreign country are sold at low prices 
at a time when the home market is in a depress- 
ed condition, no objection can reasonably be 
taken to such sale. When, however, a policy of 
dumping is resorted to with the deliberate and 
persistent object of killing an Indian industry, 
a protective duty would be justifiable as a 
measure of defence. Such dumping, as luw beeri' 
rightly observed, produces a feeling of insecurity 
in the corresponding industry of this country^ 
which diminishes the incentive to development 



iifecuL . m 

^ Antj^ddn^ing measure hive been adopted in 
various countries.* fn the United States,* it is 
unlAwfuWor any person to irfipoA dumped goods 
‘ intQ the country. The Tariff Act, * 1907 , of 
Canada provides for the levy of a special duty on 
dumped goods.^ Ii! India, a special ‘ anti-dump- 
ing ’ duty, equivalent to the difference betjveen 
the selling price of the article in this country 
and its fair market value in the country of 
origin, may very properly be imposed, in order to 
counteract the evil effects of a foreign dumping 
policy. 

The influence of a protective policy on prices 
is a matter which should be carefully considered. 
It is mainly through prices that a protective 
duty affects the foreign, as compared with th^ 
local, produce. The principal use of a tariff is, 
in fact, to ‘secure differential advantages in 
markets. But it is extremely difficult to^ 
estimate beforehand the possible effect of an 
import duty on the price of the article on which 
it is levied. A very small duty may sometimes 
have no effect on prices at all But, as a rulSi 
when an import duty is imposed on a com-, 
modity, the tendency of the price is to rise by 
the full extent of the duty. But the actual rise 

* Vid$ Report of the Committee on Commercial and Indnitrial 
PoUcf After the War, pp. 44—46. 
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in price is seldom equal to^ the amqjant of tha 
duty.* The imposition of the cfuty disturbs the 
equilibrium of demand and supply, and Vhe price 
at which* a fresh equilibrium, is established 
depends, first, i\j[3on the elasticity of the demand, 
and, secondly, upon the elaslicity of the home 
prodiKttion as compared with that of the foreign 
production. If, as a re.su It of the duty, there is 
no fall in the demand, or if the home production 
fails to incre&se, the whole of the duty appears 
in the price, and, consequently, the entire burden 
falls on the consumer. If, on the other hand, the 
demand tends to decrease, or the, supply of the 
home produce shows a tendency to increase, the 
rise in the price of the article is less fnan the 
amount of the duty. In such a case, the burden 
is borne in part by the foreign producer who, in 
order to retain the market, is compelled to curtail 
*his profit. Prof. Pigou is right in expressing 
the view that “ a part of the direct burden of 
import duties is, in general, shifted permanently 
op to the foreigners.'’^ 

* According to Prof. Pigou, this takes place because the ratio 
^ interchange is altered in faronr of the taxing country. Vide 
Protective and Prefei'ential DutieSy p. 23. 

Prof. Marshall is of opinion that a part of such burden is borne 
by the foreign producers in the following oases : (1) if one ooantrj^ 
ie the chief consumer of a thing for which another hae epedai 
natural advantages, a tax on it may cause the exporters to work at 
barely remunerative prices; (2) when producers in one ootkatTj 



, FISCAL POLICY IN INDIA . m 

•Prof. L.* \l Birck, a Dijtch* economist, flraws 
attention to fcnotfier side of the <|uestion. • He 
says* “Tlte duty, which increases the price at 
*home, will often depress tlie world-prkje. The 
consumers of the importing country, who must 
now pay import duty, are not able to pay as 
much for the goods, duty unpaid, as they were 
before, while the duty has further caused an 
increase in the quantity in the country itself, 
which again means a smaller demand on the 
world market.” ^ 

The main object of a protective duty is to 
secure an incre^^se in the price of the commodity 
protected, and if the price fails to rise, this 
object i^ partly frustrated. It is not, however, 
wholly frustrated, because the fact that the 
foreign producer is compelled to work under less 
advantageous conditions is an indirect gain to 
the home producer. But whether the rise ifk 

have set themselves to cater for the special requirements of another, 
they will go a long way towards meeting any import duty that is 
suddenly sprung upon them, until they have made other arraiigo* 
menta for utilising their resources; (3) when a particular brand 
yields monopoly profits high above the normal, such profits can be 
annexed in part, 

Mr. J. A. Hobson, on the other hand, holds that “the ordinary 
notion that ‘the foreigner will pay ’ the import duty, is void of sub- 
stance. The circumstances under which he would bear some 
portion of the duty are so rare and so incalculable that no go\em' 
meat officials could be safely entrusted with the adjustment of such 
a tariff.” Taatation i« th€ Neic State^ p. 134, 

* The Theory of Uarginal Valvs, p. 257i 
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price is lai^e or there is, as S rttle, some 
rise, •Moreover, the increase'isiiot always limited 
to the prices of the dutiable goods aione. - A 
change in^the price of* one commodity influences 
the consumption and, therefore, the prices of 
other commodfties. It is *also necessary to 
determine the effect of protective duties on pro- 
duction-costs. If the costs of production of 
protected articles rise along with the rise in their 
prices, no acfvantage is gained. But profits can 
be secured if duties are levied in such a way that 
production -costs may not rise at all or rise to a 
less extent than the rise in prices. 

The rise in prices is temporary or permanent 
according as the effect of a protective tduty is 
wholesome or otherwise. It may happen that 
the imposition of the duty will lead to the 
investment of larger capital in the industry^, the 
adoption of improved methods of production, 
and the establishment of new factories. In such 
a case, the increase in the size of the enterprise, 
securing economies in natural resources, labour, 
and capital, and making organisation more 
efficient, will reduce production-costs, and tfie 
growth of local competition will ultimately bring 
down prices. On the other hand, it is possible 
that) the protected manufacturers will remain 
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si^sfied the gain s^ur^ to them b;^ the 
duty, instead of eiertmg themselves to improve 
the mdusftry. The yse in fhe {)rice will then 
*tend to become pcjpianent.* , 

When, as the result of the policy of protection, 
foreign competition * is eliminatea, the price of 
the article in question will be^dcterminec^ by 
Qompetition among domestic producers. It is 
not improbable that, under such circumstances, 
the* protected ‘manufacturers will (lombine in 
order to maintain a quasi-monopoly price. The 
State will then find it necessary to take prompt 
actibn. And one or all of the following courses 
will be open to it. Protection may he withdrawn 
as soon as such an undesirable effect manifests 


itself, or some legislative measure may be enacted 
to declare such combination illegal, or a special 
tax may be ’levied on the excess profits of the 
enterprise. The legitimate object of protection^ 
is to foster industries, and not to put large profits 
into the pockets of manufisicturers. Under no 
circumstances, would the State be justified in 
taxing the poor to benefit the rich. 

A tariff is often described in Europe and 
America as the ‘ mother of trusts,’ and in so 
&r as this description is correct, it most be 
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themsejves, are not undesirable. The^^ often lead 
to th€ maximum efficiency ot macliihery, capital, 
labour, and adinhustratioiu But wMen tJiey 
become monopolies, aifd tlieii* real objeet is found 
to be, not the perfecting of organisation, but the 
regulation of output and prices so as to earn 
unconscionably ♦‘high profits, they must be 
discouraged.^ 

Speaking in a general way, it may be said 
that protective duties will tend to add to the 
cost of living. Such disadvantage is likely, how- 
ever, to be counterbalanced, in pai’t, if not 
wholly, by an increase in the income of at least 
some classes of the population, provided the 
right commodities are selected for protection. 
The establishment of new indirstries will increase 
the demand for labour, and, consecjuently, wages 
will rise. This rise in the wages of industrial 
labourers will affect the wages of agricultural 
labourers, for there is no hard and fast line 
of division between these two classes of wage- 
earners. The middle classes will gain in so far 
as the managers, supervisors, and clerks will 
be drawn from these strata of society. The 

* The Committee on Commercial and Indufltrial Policy point out 
that the attempts made in different countries to establish State 
control of monopolies have been directed towards (1) judicial and 
administrative regulation and limitation, and (2) the securing of 
pnblioity. 
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^ reiiuneration*of capital is Jikely also to inca’case. 
Whether or ribt t6e increase in the incomes of 
the (JifFerefit classes o£ the community will com- t 
pensate them for the loss suftered by 4hem in ! 
the shape of the addition to the cost of living 
is a matter which tirfie alone will show. But it 
is probable that capitalists and >wge-earners ^dll 
be benefited by the new policy to a greater 
extent than the men belonging to the clean - 
hamJefl or the learned professions. • 

It is more than probable that the adoption of 
a protective policy by India will induce foreign 
firms to establish themselves in the country in 
order to get the benefit of the protective tarifi* 
The autRors of the Report on Constitutional 
Reforms expressed the belief that the protected 
industries would be ‘‘largely financed by foreign 
capital attracted by the tariff,” Mr. T. N. 
Ainscough, Senior Trade Commissioner for. 
England in India and Ceylon, suggests in several 
parts of his two interesting Reports that British 
manufacturers should start branch factories in 
India. And when British firms establish them- 
selves here, other foreign firms will soon follow 
suit It would certainly be wrong to object to 
such establishment on the mere ground that the 
dinners of these concerns are persons of foreign 
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extraction. A fe^lin^ of antipaUtjf towiijwjs 
foreigners ought to be strongly deprecated. But 
the treatment \vhich Indians have in#the-^ast 
received ft the hands of foreign capitalists cannot ' 
but make them apprehensive in regard to the 
future, ft has always been the policy of the 
Government of<India not, only to maintain an 
open door in this respect, but to attract foreign 
capital to the country by various inducements. 
As a result i)f this policy the profits of industry 
have left the country to swell the riches *of 
foreign nations. And the only benefit which 
the people have so far derived from the pros- 
perous foreign undertakings has been, to use the 
words of a British official, that a certain* number 
have earned wages “ in subordinate positions, or 
by doing coolie work.”^ 

Exploitation has, indeed, been the watchword 
ef foreign capitalists. And in this work they 
have always received the fullest measure of 
support from the Government. Not only has 
no stimulus been afforded t^ indigenous enter- 
prise, but foreigners have been favoured as against 
the children of the soil. No attempt has been 
made to conserve the mineral resources of the 
country, and the well-being of the labourers ha9j^ 

^ Sir A. Chatterton, Notes on Industrial Worh in India, 18(M 
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Ufitil recently, been fi^dly«ne|lected. Buf there 
is nothing in Ihis to cause surpqpe. Discussing 
^the difiFerent aspectts of ^ the question of the 
export and imports of capital in an admir^ble work, 
a well-known writer observes : “Jlistory shows 
that capital may be used for purposes of exploita- 
tion in the worst sen^e of the word. Eurof)ean 
relations with Indig, in earlier times, and in more 
recent years with parts of Africa and South 
Aijerica, are particularly flagranl examples. 
Capital has been employed in numerous instances 
to drain countries of their resources, to weaken 
them economically, and to degrade them 
morally.” ^ 

It was the /ear of further exploitation which 
led ardent patriots like Dadabhai.Naoroji and 
Gopal Krishna Gokhale to hesitate to ask for a 
protective policy for India. They apprehpnded 
that the benefits of protection would be reaped by* 
forejgn capitalists, while the poor people of 

India would be saddled with taxes.® But even 

• 

*C. K. Hobson, Export of Capital, p. xiv. 

* Dadabhai Naoroji wrote many years ago j “ India sorely needs 
the aid of English capital ; but it is English capital she needs, and 
Ikot the English inrasion to come also, and eat up both capital and 
"*J»fodnoe.” Poverty and Un-Britieh Rule in India, p. 229. 

Mr. 0. K. Gokhale said in 1911: “There are two kinds of 
tm^ilKAion, the right kind and the wrong kind. . . . Inflneotiat 
Infexe^ influential combinations, influential parties in England, 
-who ^ Jukve ready access to the Secretary of State, to whom we 
. hati no acoess, wUl not fail to take the fullest advantage of the 
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more* serious thail ec 9 nomic explojtalion is the 
dan^^er of political influenced * 1 1 is unfortunately 
true that tlie influence of the ^ European 
mercantilecommunity of Indi{jis often exercised* 
in opposition ^to the political rights and aspira- 
tions of the people. One* cannot fail in this 
(toiwiectioii to recall the various acts of oppression 
committed by the indigo-planters about the 
middle of the last century in Bengal, and in more 
recent years in Champaran. ' 

Some incidental disadvantages of foreign 
<iapitiil are also worth noting. Any considerable 
importation of foreign capital will lead t6 an 
increase of what are called the Home Charges, 
the amount of which is already large. * Besides, 
as such capital will be imported In the shape of 

situation, and this huf(c engine of protection, which is a vast power, 
will be employed, not in the interests of the people of India, but in 
the interests of those parties.” And again : “ The factories which 
^will receive the protection are those run on European lines, and it 
« is n») use disguising the fact that most of these factories are in 
European hands, and the profits go to Englishmen.” Mr. Bhupendra 
Nlath Basu also expressed similar sentiments. Vide Debate In the 
Indian Legislative Council, March, 9, 1921. 

* With regard to the political danger arising from foreign capital, * 
C. K. Hobson says, ” In oases where tfte borrowing country is weak, 
lenders may consider that their interests are best served by 
encroaching upon the political independence of the borrower, and 
the government policy of the lending State may be formed accord* 
ingly.” Export of Capital^ p. xxi. 

*For detailed accounts of the indigo troubles in Bengal, see 
Buckland, Bengal under hientennnt^Oovern^H and Mitra, Indigo 
Disturbances Sir Sankaran Nair’s Note of Dissent to tbe‘ 
Despatches of the Government of India, 1919, gfves a short but 
accurate account of the distress in Champaran. 
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gpods, the jarge influx ^ of/ foreign goods will 
prove harmfol to indigenous industries. Lftstly, 
the •organisers of foreign concerns will, more 
• oftep than not, ijnport th^ stores necissary for 
their use from their own countries, thus retard- 
ing the industrial development of India. 

Adequate safeguard^ are, thetefore, needed to 
prevent the evils which usually accompany foreign 
capital. It is necessary in this connexion to 
remember the ‘^listinction between loan capital 
and entrepreneurs’ capital. In the former case, 
only the interest goes out of the country; in the 
latthr, the profit as well. The history of other 
countries tells us that it is only in the earlier 
stages 0# industrial development that foreign 
entrepreneurs’ * capital is considered necessary. 
As a country progresses in industrialization, every 
eflfort is made to replace entrepreneurs’ capital 
by loan capital, which, to use the words of a» 
well-known economist, “ leaves in the poasession 
of the debtor country the excess of its earnings 
above interest, thuj? operating to enrich the 
latter more rapidly and at the same time eliminat- 
ing the unavoidable personal influence of the 
foreign capitalist on the domestic economic, 
policy If the want of capital be found to 

Granzel, Ecotiomic Protectionism p. 264. 
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prove* a real hindrAnc^ to industria^^developm^t 
by Indigenous agency, the Government tnay 
borrow in Europe dr America, and lend to Ibdian 
industrialists. The loan market is now becoming* 
more and moje international, and as the credit 
of the Indian Government 4s good, there ought 
to •be no diffictilty in obtaining the necessary 
amount of loan capital 

Of course, no one will grudge to pay the 
legitimate tate of interest for the use of capital, 
such as is paid by borrowers in other countries. 
What in India is really objected to is not so much 
foreign capital, as control of uidustrial eiiter- 
priaes by foreigners. At present, a substantial 
proportion of the capital invested in* concerns 
managed by Europeans is owned by Indians, but 
there are extremely few Indians on their 
Directorate Boards or in any positions of real 
responsibility and influence. One remedy for the 
present state of things is to encourage mixed 
enterprises which offer equal opportunities to 
Indian and European capital, skill, and organising 
ability. The promoters of prospective foreign ^ 
ventures may be compelled to open their shar^ 
to Indians as well to Europeans. To facilitatia^ 
the attainment of this object, all flotations ehbtdfi 
be in rupee currency. Further, the law rela^g 
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to» the forn^tiou of Com^nies may |;>e so 
amended as tx) proviJle for the adoption a 
systdb o^ proportioiyil representation for the 
‘election of the Directors of Wery Company or to 
make the appointment of at least one-half of the 
Directorate Indian ift personnel. Similarly, the 
existing foreign conceals may 1)^ partly nation- 
alised. If the foreigners obstinately refuse to 
come to reasonable terms, a penalty in the shape 
of an excise duty or sales tax may iiave to be 
thought of. 

It would be very desirable to avoid all racial 
questions in matters connected with trade and 
industry. But this would be possible only when 
the fore'ign entrepreneurs who derive so much 
benefit from tReir connexion with India agree to 
accord fair and equal treatment to Indians. Of 
course, if foreigners set up their skill in the 
country and impart it to the people, all cauSe foi*. 
dissatisfaction will disappear ^ But if they 
continue their present policy of domination and 
exclusion, things are sure to go from bad to worse. 

. U is interustiog in this connexion to note that Count Okuma 
advocated the admission of foreign capital into Japan; but he 
wrote, “ In such an event, however, foreign capitalists intending to 
invert in Japanese industries should recognise the advisability of 
fawteHiyig the working of such iudus'tries to the Japanese, for if they 
in sirt upon employing officers, engineers and workmen of their own* 
natioaaUites, it is likely that they will find their undertakings to 
be fiuhires, or, at the bert, to yield only small profits Fifty Yeanf 
h/ HWr /npaa, Vol. I, p. 642. 
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Now .that India I is self-conscious, 'it is, i not 
likely that she will allow her “children to remain 
any longer in flie position of hewers of wood and 
drawers pf water, ev^ in fields industrial , , * 

We come now to excise duties. Such duties 
as are imposed on alcoholic liquors and other 
intoxicants call# for no ('.opmeiit. But counter- 
vailing excise duties ai*e of a different character. 
The theoretical justification for the imposition of 
such dutieji is to uphold free trade principles. 
These duties were originally levied in India 
to neutralise the protective character of the 
cotton import duties. The injustice of^^the 
measure was so great that it called forth 
remonstrances from all fair-minded ” persons, 
including some high British dthcials.^ If a 
policy of protection is now adopted, there will 
be no room for excise duties. These duties tend 
,i:o discourage local production. Besides, their 
assessment and collection involve a searching 
enquiry into production and the use of an 
expensive and cumbersome* machinery. 

Prof. Pigou is of opinion that a somewhat' 

>Mr. C. C. Stevens said in 1894: certainly appears at 

aight to be driving the doctrine of free trade rather hard to 
the legielatare of a country to impose a somewhat troublfsome 
* and unproductive tax, in order that its own manufactures may be 
free from the suspicion of advantage, however slight, overiAi* 
ported goods”. Proceedings, Imperial Legislative Gouncil,, Stfb 
December,* 1894. , > 
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greater afivaiitage would' ]^e obtained hy a 
tiixing country if d given revenue were collected 
by if protective import duty, iifstead of by a 
•cust9ms plm excise duty.* Tlicre is, Jiowever, 
reason to expect that tin* latter metliod of 
raising re veil ue weuld, in general, have a 
smaller effect in raising the price of the tiyced 
article, and, therefore, in injuring consumers. 
But he holds that, on the other hand, a part of 
the*injury to consumers inflicted hy protective 
duties is (ioinpensated hy a gain to producers 
within the (country, wher(‘.as no part of the 
injifty indicted by a (mstoms p/ffs ex(;ise duty 
is thus compensated.* 

It is tfue that the burden of a countervailing 
excise duty fends to fall on the ])roducer, 
rather than on the consumer. But the greater 
part of the cotton excise duty is not countervail- 
ing, for the Indian cotton goods which <^orfipetc*, 
with foreign manufactures are only a small 
fraction of the total of gowls on which the 
duty is levied. In* respect of the bulk of 
cotton goods, therefore, the duty falls on the 
consumer. The only ground on which an excise'’ 
dbty can reasonably be supported in India is, 
small measure of prote<jtion which it affords 

^ ^l^roteotiye and Preferential Dutieft, Ch. 1. 
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to the* hand-loom lidijstry. It be going 

beyobd the scope of this subject to djbcuss 
whether the financial exigencies of tte Govern- 
ment would justify the imposition of a tax in * 
itself so objectjonable^. 

Export duties stand on'’ a footing entirely 
different from *i:hat of import duties. The 
burden of an export duty falls on the domestic 
producer, unless the article happens to belong 
to the category of a monopoly ifi which case it 
is borne by the foreign consumer. Ordinarily, 
therefore, an export duty places domestic 
produce at a disadvantage as .compared with 
foreign goods in the foreign market, and thus 
teiids to discourage home production. ’ ‘^Such a 
duty should, therefore, be imposed only if there 
are special reasons for its imposition. At 
present, revenue considerations dominate the 
•^licy underlying export duties. But here also, 
a policy of protection, if applied with due care 
and forethought, may prove useful for purposes 
of industrial development. Sometimes, it may 
be desirable to levy export duties on raw materials * 

* In 1911, Mr. M. B. Dadabhoy moved a resolution in the ljn{)enal 
Legislative Council, urging the abolition of the cotton excise duty. 
.It was supported by the leading Indian members and also Sir 
Sassoon David representing an important section of the European 
mercantile community. But it was opposed by the Go^rnment on 
the ground of loss of' revenue and also of possible injury to thh 
hand-loom industry, f ide Proceedings, 9th March, 1911. 
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itf order to encourage their inanufaeture mthin 
the country. * A duty on hides and skins is a case 
^in point. ^Unfortunately, however, the present 
duty of 15 per cant, is coupled with a •rebate of 
10 per cent., for which there is yo justification 
whatsoever. A strong case (ian also be made 
out for an export duty on oil •seeds. There is 
bound to be a contiguous demand for this commo- 
dity^ in the home as well as the foreign market, 
and the local manufacture of the i^w material 
is desirable from many points of view. A 
home market is more certain and steady than 
a foreign market, and the conditions in the 

former are better known than in the latter. A 

• • 

small export duty may, on similar though not 
equally strong grounds, be suggested on cotton. 
The retention in the country of bones and other 
kinds of manure may be secured by means of 
an export duty, and this expedient would alsb^ 
be justifiable for conserving the mineral resources 
of the country. 

But it would not *be advisable to extend this 
pplicy too far. A high duty may drive the} 
buyers to look for substitutes for the protected 1 
articles. And our unfortunate experience in the 
peat ought to make us careful as to the future. 
il%e saltpetre industry was practically killed by 
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the ^hlgh duty inlpoaed don , it. • Indigo alSo 
suffered to sonje extent from the J)urden of the 
export duty. An ad^itioi/ to the export duty on , 
jute is sometimes advocated some quarters. 
Whatever ma\i be said in favour of an increased 

t 

duty on raw jute, it would be very unwise to 
increase the burSen on th^ manufactured article. 
In this regard, the discussion as to whether jute 
is an absolute, or only a conditional, monopoly 
appears to *bc of merely academic importance. 
From the practical stand-point, it would be safe 
to regard jute as a temporary monopoly. Effprts 
are being made in Germany to find substitutes 
for jute, and if the price of the article js artifi- 
cially raised, the industry is sure to be in great 
danger. Tliere is one feature with regard to 
jute’ which introduces a special difficulty into the 
question. Jute is grown only in one province 
‘^of India. The other provinces are not concerned 
in the prOcluction, but they are all interested in 
the revenue which is derived from this source. 
The temptation is thus strong to raise a large 
income by taxing this article. But unless the 
temptation is resisted, they may, though unwit-^ 
tingly, kill the goose that lays golden egga 
• The question of an export duty on food-stttft 
Is beset with difficulties. It is open to dooHl 
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whether thene is, ^in ^ normil yjear, any export- 
able ^ surplus * of food-grains in ^ the country. 
Some* persons, whose* opinioirs are entitled to 
weight, hold that> tlie total productiofl of food 
in India is not suifioient for her pwn consump- 
tion, and if everybcxly were to be adequately 
fed, she would boa footl importing, not export- 
ing, country. Thejaiatter demands a full investi- 
gation. As the (juestion stands at prcvsent there 
is something to be said on cithei' side of it. 
The export of food grains causes a ris(‘ in their 
prices. Now, every person in the country is 
a consumer of food. The rise in the pri(‘es thus 
affects the whole community. From one point 
of view,* therefore, the levy of an export duty, 
which restricts the exportation of food, may be 
regarded as^ beneficial to* the community. J3ut, 
oh the other hand, it is argued that agricul- 
turists, who are mostly poor, and who constit utfe* 
the bulk of the population, are benefited by the 
high prices of food-grains under a system of 
free Export, and the well-to-do classes can easily 
afford to bear a slightly higher burden. In this 
ooiinexion, it is necessary to enquire whethejr 
the increase in the prices due to foreign demand 
actually reaches the cultivator, or is intercepted 
hy middlemen. If the cultivator gets the" 
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benefi;,, the case fo^ firpe export becomes strong. 
But’ if the enhanced price goes ^to enrich the 
mahajariH or the enterprising foreign firms, many 
economists would support a restriction of export 
by means of an export duty. 

Another argument against restrictions is that a 
falldn value, artificially created, may lead to the 
substitution of non-food crops for food-stuffs. It 
must be admitted that there is great deal of force 
in this argument. But, of course, none of these 
arguments would apply to periods of famine or 
scarcity. In such circumstiinces, not only an 
export duty, but even absolute prqhibition, would 
be justifiable. But control of exportation would 
hardly be desirable even in such cases, for inter- 
ference by Government officers with the course 
of trade has come to be associated in the public 
mind with dishonesty and favouritism. 

, ^ Import duties in India are partly specific, and 
partly ad valorem. The chief merit of specific 
duties lies in the ease with which they are 
administered. But they are inequitable in in- 
cidence, inasmuch as they fall more heavily on 
cheaper vai;ieties of goods. They are thus oppos- 
ed to the doctrine of ability in taxation. On 
tke other hand, ad valorem duties are difficolt 
to administer ; but they are more equitable. For 
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the levy of •duties valorem in Indian some- 
times the invoice values are considered; in other 
cases, conventional \ialues are fixed for definite 
peribds. On th^ other hand, in couiftries like 
the United States, the goods are feixed according 
to their value in the local market at the time of 
assessment. From tiie administrative stand- 
point, the 1 iidian, system is preferable to the 
Anjerican, but it is less responsive to variations 
in prices. As a means of affording fjrotection to 
industry, the latter method is more effective. 
Bu^ it makes so great a demand on the efficiency 
and honesty o£ officials that it would be hardly 
desirable to urge its introduction into the Inidian 
financial system at the present moment. , 
We come now to the (juestion. What effect 
will a policy of protection have on the foreign 
trade of India ? This question is not so easy to 
answer as appears at first sight. One thing* 
however, is certain, namely, that there will be a 
change in the character of the trade. India will 
no longer remain an exporter of raw materials 
and an importer of finished goods; but these 
two classes of goods will figure more or less 
equally on the import and export sides of hcfr 
t^nsactions. Whether or not there will be 
& diminution in the total volume of the foreign 
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trade te more than d&,n •be prophesied at present. 
But even if theye bp some diminution in volyme, 
it would not be injurious %o the best interests 
of the country. The preseift trade position 
of India is wholly abnormal. As has been 
observed by a well-known writer, the annual 
statistics of the external commerce of India 
are not, as in the case of other countries, a 
barometer of the progress and ^prosperity, of 
the nation*. On the other hand, as has been 
explained in a previous chapter, her foreign 
trade has grown at the expense of 
indigenous industries and her internal tradb. 
The trade returns of India are thus an jmlex of 
her economic weakness rather than strength. 
In no country are the interests of foreign trade 
and * local production alwa) s and , necessarily 
identical, and in India they have been, and at 
the present moment are, almost diametrically 
opposed to each other. 

* J. W. Root, Trade Relatiom of the Britinh Einpii'e^ Ch. V. 

. 

* L. S. Araery says, “ The volume of trade, more specially, the 
volume of foreign trade, bears no relation whatever to the total 
national production or to the national well-being dependent 
upon it. The national interest in foreign trade lies not in the 
volume of that trade, but wholly in its ch^oter as providing ans-. 
tenanoe for industry or opportunity of employment." Fundamental 
Fallacies of Free Trader p. 98. So bIto, H. Hirst writes; *‘If 
trade is to be profitable to any country in proportion to its 
volume, it is essential that it should bu^ itself only with the import 
<)f suoh commodities as the land is inoapame of growing or' 
^rodudng, and with the largest export of such eommoditlM job 
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*The futui% w^ll-heing* of the countrj^ will 
depend not upon the grpwtji of its foreign 
trade but\pon its ^internal* development. A 
wise* policy of protection will lead to fndustrial 
expansion, which will far outwci^i any possible 
disadvantage arising from the contraction of its 
external commeree. It need not, however^ be 
apprehended that .the possible decrease in ♦the 
volyme of India’s foreign trade will })e so great 
as to artect in any appreciable degree^ her balance 
of trade. Moreover, sucii diminution is likely to 
be only temporary.* The increasing industrial- 
isation of the C4>untry will continually add to the 
purchasing power of the people. Besides, a.s 
industrial expansion proceeds, India will produce 
more and more for foreign markets, instead of 
femaining satisfied with the home market. .And 
in proportion as her exports increase, she will be 
in a position to buy more goods from abroad. 

So far we have (ionfined our attention to large- 
scale industries and small organised industries. 

the land can and doea *produc»”. Sawr Bimfienn Anpecfn of 
f!anff Reform^ p. 3. 

This view receives support from J. (iirunzcl, who says.* 
“When an amount equal to or exceeding that which is gained 
in foreign trade is lost through the restriction of home production, 
l^en there is no gain, but eventually a loss is suffered. Import- 
f^ion and exportation do not stand in relation of direct communicaT- 
tion, bat are separated from each other by production and 
oAnMamption, and hence a continually favourable inner eoonOmid 
lud^nce may be able to offset an anfavourable outward economic 
balaube." seowmic Protectwniinn, p. 181. 
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But it would not tbe* wise to neglect cottage 
industries altogether. Apart from their moral 
value, — and Economics being intimafely refated ^ 
to Ethics* moral considerations® cannot be wholly 
ignored, — the ^economic importance of cottage 
industries is very gteat. Every encouragement 
should, therefor^, be affordedc to them. Very 
little can, however, be done jp this direction by 
means of the tariff. But bounties or subsidies 
may, in car^fully selected cases, be of consider- 
able assistance. The hand industries of weaving 
and spinning are now in a« decadent condition, 
but they still ofier employment, to large num- 
bers of people. Their greatest usefulness is that 
thpy keep agriculturists employed during the off 
season, when otherwise they would have remain- 
ed ‘idle. During these months of the year, the 
labour of the cultivators and of the members of 
4)heir lamilies has practically no exchange-value, 
and the earnings derived from weaving and 
spinning, though small, help to supplement their 
income from agricultural work. Hand spinning 
also offers employment to widows and other 
persons who are incapable of doing out-door 
work. The finer fabrics produced by hand have 
a beauty and excellence which have enabled 
them to withstand, to some extent at least, the 
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competition of mill-made cloths. But the joarser 
kinds of cotton goods have always tend^' to 
disa^ar ^ soon as they haVfe come into rivalry 
‘with, the produce jf the mitls. • 

Weaving and spinning are industries in which 
the interests of the producers are nearly co-exten- 
sive with the interests of the consumers, ao(l it 
is extremely desirable to save them from ruin. 
A great deal can be done by introducing improv- 
ed 'appliances,* securing for the hand workers 
better credit facilities, and teaching them better 
methods of marketijig. But the main solution 
of fhe problem is to be found in co-operation. 
The per cent, excise duty on the produce of 
the milfff is some advantage to the hand- weavers. 
But this small measure of protection will be of 
little use to the industry unless more effective 
methods are* adopted for its resuscitation. 

The investigation of various questions,* both, 
scientific and administrative, connected with the 
}»riff, will require the establishment of a perma- 
nent organisation. (X course, the final decision ol 
questions of fiscal policy will rest, not with this 
body, but with the Indian Legislature. It may, 
however, contribute Upwards intelligent discussion 
by supplying the necessary information. The 
Tariff ,]^rd will collect all available data on the 
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tariff laws of diflferent countries and th^ economic 
and otlier conditions undei^ wMicli ^reign indus-' 
tries work as 6omj)ared with the industries of 
India, ^t will constantly scrutinise the returns ' 
of the internal as well as the external trade of 
India, and cari*y out large schemes of investiga-^ 
tion from time tp time. It will enquire into the 
operation of the customs system of the country 
including questions relating t5 railway rates and 
shipping freights. The Tariff Board will be in 
<dose touch with the Industrial Departments of 
the Government of India and the Provincial 
Governments, and will keep a watchful eye on the, 
progress of the various industries,’ specially those 
which are protected by the tariff. Lai^tly, it 
will be the duty of the Board to investigate the 
claims of particular industries for State assistance 
and 'to suggest changes in the customs laws of 
the country. 

The functions of the Tariff Board should 
be of a purely advisory character, and it should 
not be invested with either legislative or adminis- 
trative powers. No attempt should be made to 
take tariff questions out of the hands of the 
Indian Legislature. As Prof. Taussig, President 
of the first Tariff' Commission of the Unit^ 
States,^ says, “No body, however expert, (»ii 
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settle, still less dictate, the position which the 
country shalf.tak^ orf controverted political and 
industrial (questions.” • 

' The constitution of such a Board .must be 
devised with great care. The President of the 
Board should be a judicial officer *of high stands 
ing or an eminent lawyer, ai^l he shoul^ be 
assisted by a wfiole-time expert as Secretary. 
There should be *two othei* members of. the 
Boanrd, both gf whom should be .non -officials 
elected by the Legislative Assmbly. The Legis- 
lature should elect only such persons as have no 
private interests of their own to serve, and are 
able to consider (juestions relating to the tariff 
with a ««le regard to the welfare of the country. 
Bconomists and public men possessing a full and 
detailed knowledge of the industrial conditions of 
the country •but not connected, either directly or 
indirectly, with any industrial or commercial^ 
concerns, will be fit persons to serve on the 
Board. On particular occasions, when mattera 
relating to particulaic industries are under c-onsi- 
deration, representatives of such industries and 
also of the general public may be appointed as 
co-opted members or assessors, with power td take 
part in the deliberations, but not to vote. Sinis* 
ter influence is the chief danger of a protective 
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systenj, and must be avoided at all costs, ^o 
pain^ should be spared to* secure «<vnd maintain 
the honesty, effici^cy, and independence of the 
TariflF Board. • 

^he (jonclusjLon arrived at as a result of a 
detailed discussion of the tariff question is that 
a protective policy, wisely applied, will be 
helpful to the economic reconstruction of India, 
and will give her a place among the advanced 
nations of the world. Protective duties ^ill, 
very probably, add to the cost of living. But a 
price has to he paid for everything that is worth 
having. Future gain can only be secured * by 
present sacrifice. The development of productive 
power is of the utmost importance to the' welfare 
! of the country and, in order to secitre this object, 
thrf people will surely agree to bear the burden 
of protective duties. Ultimately, * the lo^ is 
^likely* to be more than counterbalanced by the 
gain. ]XThe way in which a protective tax is 
expected to affect the dormant economic forces of 
a country like India cannot be better described 
than in the words of Prof. Marshall : A 
protective tax ", he says, “ which helps a young 
industry to develop its latent strength, may be 
in the interest of an undeveloped country ; even 
though the tax must inevitably do some hurt to 
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[time few i^^ustries,^ which, are roanufaojburing 
Ibx^ exportatioti. For tlie energy developecf in a 
few High-class progre^ive indVstries may spread 
over*a great part of the industrial systetn of the 
country .; just as when an iron scre^ concentrates 
the whole draught of the chimney on a small 
part of a nascent fire, k may geflerate an inttmse 
local heat, which spreads and pioneers the way 
for a broad, strong fire 

But tariff protection alone will n<^t solve the 
proWem of the industrial regeneration of India. 
Those who expect that a tariff* will work wonders 
are sure to be disappointed in the end. Protec- 
tion will prove useful if, simultaneously with its 
adoption* there is a growth of individual enter- 
prise. The State also must adopt various 
measures to encourage industries. Pioneeyihg 
and demonstration may often be found extremely 
useful. Subsidies and bounties may be granted 
in suitable cases, and dividends may sometimes 
be guaranteed to Indian Comptinies so that they 
may 'be encouraged’ to start new industries. 
At present, foreign imports receive indirect 
bjC^ties in the shape of preferential rates in trans- 
J;j|^^t{ou both by sea and land. The present 
'0C^y of the Railway Administrations in India 

Ptobleim, i». 3;W. 
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is to* favour foreign , goods at tjie expense® of ^ 
indfgenous products. This position ought to be 
reversed. Interiml traffic^ should, wherevet pos- 
sible, be given greater facilities than traffic with 
the ports. Freight-rate concessions should be 
granted to nascent indusfries, particularly for 
the carriage of iaw materials. In Germany and 
Belgium, the railways have been used as an 
instrument for the development of indigenous 
industries with the most wonderftil results^ ^ An 
effort should be made to build an Indian 
mercantile marine. At present, the whole of the 
external trade of India is conveyed on foreign 
vessels, and, naturally, it is directed in the 
interests of foreigners. If India can ffevelop a 
shipping industry of her own, "it will greatly 
benefit the economic development of the cou.ntry 
Proper banking facilities should tie afforded to 
« indigenous manufactures. A comprehensive 
scheme of technical instruction should also be 
devised. But even more important than 
technical education in schools and colleges is the 
training of apprentice.s in factories. It should 

‘ Vide thti opinion of Mr. Lloyd George, quoted in Mr. S. C. Gfaose*® 
jHimphlet, Sfnfe Management of Indtan Railwayif, * 

SFisik 8nys,‘\ As a general prinvipleof oconopics, if we can Justify 
pix^cction to manufactures and agriculture, we certainly cannot . 
denj’ tl»e right of navigation to an equal consideration/' Interm^ 
•ficnnl Cotnmetrial Polinen, p. 247. 
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he made ojpligatory oii^al^ foreign coiigerns in 
India that they should train a number of Indian 
apfJrenticis and Jhe Higl Commissioner for 
India in Englan^l shouUrmake it n condition of 
^ the pimdiase of stores from British firms that 
they should admit •Indians to apprenticeship. 

But the most.efieeiive wayfii which the%State 
will be able to assist Indian industries will be by 
the local purchase of stores re<juired for the use 
of the various departments of the Btiite including 
the railways. The Industrial (. Commission of* 
1916-18 reported that the nuinufacturing 
capacity of tl^e country had in the past b(*en far * 
from sufficiently utilised by the (Government, 
and this opinion was endorsed f)y the Stores 
Purchase Committee, who recommended “ the 
ac(ieptance by the (Government of India/as a 
definite policy, of the piinciplc that all articles 
required for the public service should be obtaiiTod 
in India, whenever they are procurable in the 
local market of suitable <juality and reasonable 
price, as well as that preference should be given 
in all cases to indigenous articles or to those of 

•On the quo«tion of the emplovineiit of ItidiHiiH f»ri the Railway 
of India, the Indian Railway Committee obgervcjl : “ The 7,000 
(Europeans) were like a thin Him of (ul on the t^)p of a ^lasf^of 
water resting upon but han^y mixing with the 700,000 below. 
None of the highest posts are occupied by Indians ; very few even 
of the higher.” Report, p. 58. The Committee strongly urged the 
training of Indians in all the bmnebes of railway activity. . • 
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local iQi(innfacture, e:(cept where it maDi&8% 
disadi^antageous to do so.” In the matter of 
industrial development, the /xovernment of Ifidia 
should adopt the enlightened pplicy pursued by 
the United States, Germany, and Japan.^ 

Now, supposing India ha^a protective tariff, 
the ^question wiH be, what yse to make of 
it ? It is suggested in some quarters that the 
Indian tariff should be used as an instrument for 
bargaining vfith otlier countries. It is true that 
most of the advanced countries adopt this method 
to further ‘ their industrial and commercial 
policies. But it is open to doubt .if India would 
be wise in following the practice of those countries 
in this respect. A tariff is at best a dangerous 
weapon, and if clumsily handled, it is likely to do 
more harm to the user than to his adversary. 
Moreover, as has been rightly observed, tarifis 
are like armaments ; when one country increases 
them, others do the same. India’s fiscal policy 
should, therefore, be one of defence and not 
of offence. A tariff war is a costly business, and 

* Count Okuma pfives a full account of the variona moasores 
adopted by the State to promote industrial development in Japad, 
Vide Fi/fv Fcarw of Neio Japan, Vol. 1 . Mr. T. M. Ainscuagb Sftjs, 
“'The foreign policy of Japan is primarily a forward and aoHve 
oomnieroial policy. This cohesion and co-operation of all interestf 
for the general welfare is carried to a degree which is noh 
experienced in the case of any other nation.” Report 1919, p. 1$, 
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ike 4 )iospec^ of success ar^ not always ^riain.^ 
Besides, regenerated India must try to liVe up 
to j higher ideal thap that o^ national selfishness 
and jealousy. 4 tariff w4r should, therefore, be 
the last thing to be thought of by a patriotic 
Indian as a policy* conducive to the welfare of 
his country. , , • , ^ 

It remains now tx) consider the effect of a 
tariff on the income of the State. There is an 
intimate conhection between the industry of thej 
people and the finances of the Government. |‘ 
Other things being.equal, when the^me prospers J 
tlie other prpspers also. If, therefore, as isf* 
expected, a protective tariff proves a success, itj 
will l?kd to an augmentation of the resources I 
of the Stat^. Until recently, revenue was'the 
sole purpose for which customs duties .were 
imposed \h India. But, in future, protection, 
as well as revenue, will be the object, of {he 
Indian tariff. Within reasonable limits, the tariff 
inay be able to serve both these purposes ; but if 
pushed to either ^extreme, the two ends will 

'Tho Committee on Industrial and Commercial Policy after 
the W«p observe : “ There is a tendency to esaggerato the utility of 
> tariff to any one country in obtaining a reduction of the tariffs 
of other ooantries. It is oommoti experionoe that both sides tt) an 
approaching negotiation start by raising thehr tariff rates to levels 
Ugher than are adtoally held to be requisite for their respeotj^ve 
eoonomic interests, so as to ieaye ample margin for nog(^iations,and 
i||t* is fare that the discussions have ended in the reduction by efther 
dde of rates below those previously in force, unless such rediiotipn 
had in fact been decided from the first Vide Report, p. 4^ * 
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perhaps ^become inconsistent with eacji other. A 

moderate tariff will thus be the bsst from the 
financial stand-poinC ^ m * 

r As a tariff implies fndirect taxation, we are 
confronted with the question, namely, whether 
direct or indirect taxation is^the more eligible 
form.« A tax is mipopular.all the world over; 
but a direct tax is more so than an indirect one. 
The very reason, however, which accounts for 
the disagreeablenesa of a direct tax makes it 
* preferable. The tax-payer knows exactly how 
much he contributes to tliQ revenue of the 
‘ State, and he makes it his business to enquire 
how the amount is spent. Another great merit 
of a direct tfix is that, if properly graduate, its 
burden tends to fall more heavily on those who 
are able to bear it with comparative ^e than 
on the less fortunate classes of society. Again, 

. the incidence of a direct tax is easier to deter- 
mine than that of an indirect tax. On the 
other hand, a direct tax is somewhat inquisitorial 
in its nature, which an indirect tax is not. It 
is also an advantage on the side of an indirect 
tax that the payment is made in a manner and 
at a time likely to be convenient to the tax- 
payer,^ But the tendency towards regression 

* Mill, o/ Political Econvruy^ 
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oiv inverse graduation is the great defect , of 
an indirect tax.' ' In* eomi<iratively bacWard 
countries, %nd specially in couiftries governed 
’autocratically, indirect taxation is alw^jiys pre- 
ferrsd to direct tttxation. But as a coniuiunity 
progresses, it tends more and inor^ to rely upon 
direct taxes as the chief sourcg of revenue^ for 
the State. 

In India, the Government, until comparatively 
recent times, shrank from any recourse to direct 
taxation, lest it might give ri.se to discontent. 
Non-oflicial opinion, particularly among the 
ricRer classes, both European and Indian, has 
also been in favour of avoiding direct taxation 
as muefr as possible.'^ But now that some form 
of popular gbvernmenf is about to be estab- 
lished in the country, it will be desirable, to 
combine difect and indirect taxes in sucli a 


I Prof. Marihall says : “Many such (indirert) taxes proas ivrth. 
hoariest woiirht on the poorest classes, anil with no approeuible 
weiaht on the rich ; while those which fall chiefly on the conanmp. 
tion of the rich, hare never been mailo to yield a lar((c revenue. 
Afttr-mi- Pi ohicms, p. 319. S“t J- A. Hobwm seems to po too to 
when he says “Of all th» forms of taxation, f"’® ^ 

most iniarioon in their numerous, widcsprcwl and inratala^ 
shiftings, in their delays and incidental injustice of their intfl^TO, 
in the uhoertainty of their yield, the costhness of 
«n<) the business and political corruption wliicb they breed. TauMi- 
Hom ifi ttuf New Sfnte, p. 1<W. 


* Even Mr Gokhale who looked to the intei-ests of the fioor mortS 
tW any other Indian statesmA, said on one occasion, Wc can 
mise much larger revenue than we do at present from customs 
withont its proving burdensome to any section of the community.. 
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"w&y that tibe burden of taxation may* he dja(^^ 
bated equitably ovei* tie WhoK siud&ce of soeiety. 
In such a schfcme* of judicious comj?inatio®, no 
section 0/ the community will be overtaxed, ^d* 
it will be possible to properly safeguard the in- 
terests of the Jx)orer section* of the community. 

There is, hov^ever, one difficulty which sug- 
gests itself in this connexion. The resources of 
the Government of India have' now been separated 
from those gf the Provincial (jovernnients. The 
latter are in charge of departments of administra- 
tive activity which are intimatdy connected 
with national welfare. But their sources of* in- 
come are very few, and even these are inelastic. 
On the other hand, indirect taxation is co^hpletely 
in' the hands of the Government of India, and 
so ^Iso are two of the most important djrect 
taxes, namely, income-tax and sup^r-tax. The 
Provincial Governments must have more re- 

0 

sources at their disposal if they are to properly 
discharge the duties that have been assigned 
to them. And if they find it necessary to 
resort to fresh taxation, such taxation will neees- 
sarily b^ direct. Under such circumstances, it. 
would be desirable for the Central Govermnenfe. 
not to encroach further upon the field of dure<^ 
taxation, which should be left as far as possih]^ ; 
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, iif tlw &and| of the Pipvineial Governpients. 

A word be said here about the effi^t of 
the Wiff policy of India oiJ, her international 
* relations. It is spmetimejf said that free trade 
is the better policy from the international stand- 
point, for it produces intematioAal amity and 
concord. But this is an erroneous view. As a 
matter of fact, it can produce as much bitterness, 
suffering and hostility as protection. If we 
appeal to experience, we find that the application 
of the principles of free trade has resulted in tlie 
economic degradation and political subjugation 
of ^weak nations. On the other hand, pro* 
tection may enable the weaker communities to 
defend ^themselves against the stronger nations, 
both economically and politically. Solidarity 
among the peoples of the world is certainly a 
most desirable object, but it can be attained only 
by the adoption of the principle of non-interfer- 
ence and the recognition of the right of eaoli, 
people to its maximum economic development. 
Of course, this is possible under both systems,— 
protection and free trade. But so long as^ 
national frailties remain what they are, protec- 
tion seems to be the easier method of achieving 
the object than free tradeh 

. J. 8. Hfidit expreuM a similar opiukin in his Beal Wealth oy 
Natitme. Orunxel describes the elKcct vf protection on international 
thus: “In the place of the international division of 
kbonr between af^culturc and mannfactares, assumed by claash|i] 
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En^ishmeii often express surpri.^ at the fact 
that‘s the watchword among Indian politicians, 
industrialists and J^usiness men to-d^ is protec- 
tion. This is true, Imt the reason is not far to* 

f ‘ 

seek. If Indians are protectionists almost to a 
man, thanks Sre due to the policy which has 
been so far pursued by the Indian Government 
in regard to the industries of the country. 
Indians object not to the principles of free trade 
but to the way in which these principles ^are 
sought to be applied in India. The people of 
the country are not so thick-headed as to be 
unable to appreciate the benefits of real free 
trade, but they may be pardon<ed if they take 
the professions of interested supporters of the 
dextrine with the proverbial grain of salt 
Sincere advocates of free trade, however, need 
notr despair. As soon as the country beepmes 
once more* self-governed, and she regains her 
;iormal economic position, many a free-trader 
will be found in the ranks of her economists and 
statesmen. Meanwhile, India must be left free 
to settle her fiscal policy ia the way she finds 
it best suited to her own needs and conditions. 

economicf*, a diviaidii of labour within the sphere of manufactoring 
appears. If now the development of the productive capacity of a 
country leads to industrialization, and if industrialization increesea 
the participation of the country in world-economic dealings, it 
follows that the pi-otective po^py, as an important aid to 
industrialization, must under proper manipulation lead to an 
extension of world-economic relations”. Economic Profertuyniftm^ 
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INDIA AND JMPKRIAL PRKFERKN(^H 

The history of the British Empire reveals 
many changes ki the attitude of Gre;it Britain 
towards the other parts of the Empire. An 
eminent writer points out that, in the seyenteenth 
and eighteenth centuries, colonies were treated 
as compulsory markets for the indu.strial products 
of Englrfhd ; all attempts at an independent 
industrial devdopment were suppressed, and 
both importation and extiortation were mono- 
polised for the benefit of the ruling part of the 
Empire. But the revolt and separation of* the. 
United States demonstrated how dangerous such 
measures of compulsion might become. After 
that event the effort was to actively encourage 
the development of colonial production along 
lines in which competition with the ruling power 
did not arise. This policy met with the greatest 
success in the tropical Colonies and the great 
dependency of India, where the encouragement^ 
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of the production of hmh-value raw materials, 
such as cotton, 'jute, coffee,* and tobacco, 
not merely brought profits to the .colonies and 
dependencies, but al^ facilitated and secpred the 
supply of raw materials for the industries of 
England. In many parts* of the Empire, some 
regtrictions arck still in, force. But the Self- 
Governing Dominions now frame their tariff* laws 
in accordance with their own fiscal requirenjents 
and are not debarred even from protecting them* 
selves against the mother country^ 

The latest change to bg brought into use is 
the system of preferential ^ trade. It ’ was 
recommended in the English Colonial Con- 
ferences which have been meeting sitfce 1887, 
and the first step was taken by Canada, when in 
1898 she granted a duty reduction ot twenty- 
five per cent., which was increased in 1900 to 
‘thirty-three and one- third per cent., on the 
goods imported from the United Kingd(^. 
This was followed by similar measures adc^ted 
by the South African Union, New Zealand and 
Australia. For many years, how^ever, there was 
no response from th’e side of Great Bi^tain, 
, although Imperial Preference formed one of the 
chief planks of the ^litical platform of the 

* G-runsel, JRteonowtr PrvtectioAmH, pp. 45 and 48. 
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CoMflervative ^ Party in ^ the country. ^ The 
Liberals were •opposed to i^ch a policy, hnd 
during the .period of their *♦ ascendancy the 
question was practipally shelved. • 

The late war, however, brought the question 
of Imperial Preference again into prominence. 
The reason was two-fold. In 4he first place, 
public attention was directed to the extent to 
which the United Kingdom was economically 
dependent upoFi foreign countries, particularly 
for the supply of raw materials. Un April 26, 
1917, the Imperial* War Cabinet • passed a 
resolution, whicji was afterwards approved by 
the Imperial War Conference to this effect : 

“ The ^fme has arrived when all possible 
encouragement should be given to the develop- 
ment. of Imperial resources, and specially, •to 
making the* Empire independent of other 
countries in respect of frxKl supplies, ra^ • 
materials, and essential industries. With- these 
objects in view, this Conference expresses itself 
in favour of the principle that etich part of the 
Umpire having due regard to the interests of 
Otir Allies should give favourable treatment and 
fecilities to the produce and manufactures of. 
Other parts of the Empire.”^ 

* Quoted in Greogrj', Tariffa, p. 27l. 
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Of the questions ^referred to fhe Committee, 
on** Commercial and Industrial Policy After the 
War, the two mcst important were»i (i) “ fb what 
extent *and by what means , the resources- of the 
Empire should and can be developed ”, and (ii) 
“ to what extent and by wiiat means the resources 
nf supply within the Empire can be prevented 
from falling under foreign control”. In order 
to gain tliese objects, the (^ommittee recom- 
mended the readjustment and •development of 
the economic relations of the Dominions and 
Colonies and of India with the United Kingdom. 

The second reason was the growth of the idea 
of Imperial unity. The wliole- hearted and un- 
grudging assistance rendered by the dominions, 
(yolonies and Dependencies to the mother country 
ifi the greatest crisis with winch she ha/:l ever 
been faced considerably strengthened the feeling 
•of k)lidarity within the Empire. The desire 
now became common to confirm the bond of 
sentiment by ‘ the consolidating force of material 
interests.’ Years ago, Mr. Chamberlain had 
declared : “The establishment of commercial 
union throughout the Empire would not only be 
the first step, ^ut the main step, the decisive 
step, towards the realisation of the most inspir- 
jng idea that has ever entered into the minds 
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oi^British statesmen.” The advocates of Imperial 
unity think that She time* iJ now ripe for 'giving 
practical shape to this sentiment.* 

* It is generally believed, that Impepal Pre- 
ference will not only pla(*.e the relations between 
Great Britain and tli^ ‘ sister natiotis ’ on a firmer 
footing than at present, but^ would appl^ a 
stimulus to British industry. On the other hatid, 
it is also claimed tliat such a })oli(*y will prove 
imfhensely beneficial to the Doi]iinions. .Vs 
between (h'eat Britain and the Dominions, there' 
fore, preferential trade is a mattei; of mutual 
beftefit. 

In all distmssions aUnit Imperial Preference, 
India mentioned only incidentally. In 1908, . 
Lord George* Hamiltoif, Secretary of Stati* for 
.India, drew the attention of the Governmei;t of 
India to a flesolution which had been passed in 
1902 at the Conference of Colonial Premiers jn 
favour of preferential tariffs as between different 
members of the British Empire, and intimated 
his desire to receive»from them any observations 
and suggestions which they might wish to make 
from the point of view of Indian interests. 

The Government of India .sent a despatch in 
^eply to this letter in» which they discussed at 
some length the various economic asj>ects of the 







questioB. They observed at the outsSt that 
recoiamendation wis of An fextremely general 
and indefinite fchafacter, and was hedged lewnd 
with many qualifications ^ and provisos. After* 
examining the figures of the import and export 
trade of Indfa, they pointed out that about 
thrpe-fourths of /he total imports of India came 
frdni the British Empire, and that of the remain- 
ing one-fourth a substantial' part consisted of 
articles such as petroleum, beet-sugar, wines, 
silk manufactuies and the like, which the British 
Empire either did not produce or was not in a 
favourable position to supply. They pointed 
out, further, that the imports of India from the 
' British Empire exceeded the exports theJreto by 
7| millions sterling ; while her exports to foreign 
countries exceeded her imports from thejn by 
about 38 millions sterling and the total exports ' 

. ,of India exceeded her total imports by upwards 
of 30 millions sterling. In this connection they 
remarked that inasmuch as India was a debtor 
country, she was dependent? on her trade with 
foreign countries for the discharge of her inter- 
national obligations.^ 

With regard to exports, the Government of 
India, observed that the ijituation was somewhat 

' Letter, dated 22nd October, 1902, Cd. mi. 
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different. TJie value of raw materials, -they 
said, approximated to 50 ^er cent, of the total 
valu<? of India’s exports. TJie * articles which 
^formed this group, were recfuired by tho import- 
ing countries for their manufacturing industries, 
and it was to their interest to admit them on 
the easiest possible ^erms. Xhus. seeds v^ere 
admitted free everywhere except in Germany, 
Italy, Austria-Hungary, Russia, and the United 
States, and in •the three latter countries duties 
were levied only on one or two cJasses only. 
Raw cotton from 1/idia was fi ee * except in 
Italy and Russia. Raw jute was dutiable 
only in Russia. Raw hides and skins were 
free ex(!ftpt in the United States and with some 
slight exceptions in France and Japan. Similar 
Keimirks would apply to numerous other artides 
of this grouf). liven when duties were imposed 
they were, as a general rule, of moderate amount. 
In the three other classes of goods, however, the 
privilege did not obtain except in the United 
Kingdom and Hollaiid, and in the former country 
tea, coffee, tobacco and unrefined sugar were 
subject to very high duties. Excluding these 
four articles, India’s exports to the United King,- 
dom in the three classes of frajd-stuffs, manufac- 
tures, and other articles, obtained free entry. 
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Raw materials also enjoyed the same* advantage. 

The net result, Wsei’vfed the J&overnment of* 
India, was th4t Indian exports approximaling to 
one-hali* of the ent^e volume of her export trad^ 
were admitted free of duty into the consuming 
markets, whfle of the reii;jainder a considerable 
proportion wag either subject to relatively 
moderate duties, or, as in the United Kingdom, to 
duties imposed for purely revenue purposes and 
with no attempt to differentiate against her.** 

The Government of India then went on to 
discuss in.what way the then existing condition 
of things was likely to he affected by tli« in- 
clusion of India in any scheme W inter- Imperial 
preferential tariffs. Two possible ali^eriiatives 
f)resented tliemselves t<1 the Ooveunment. In the 
first alternative, India might join the scherye on 
exactly the sjime footing as any of th« Sclf-govern- 
,ing Ilominions, and would, if there were a need, 
impose duties of a protective character, against 
imports from the United Kingdom and other 
parts of the British Empire, subject to the condi- 
tion that so far as her circumstances permitted 
she would give substantial preferential treatment 
to the products and manufactures of the 
United Kingdom. This alternative, however, 
the Government of India did not consider to be 
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within’ the sphere of practical politics, for all past 
experience iifdicatpd that,*iij the decision ^of any 
fisca] question concerning Ind^a, j^owerful sections 
of the conoftnunity in Great Britain would (‘on* 
tinue to demand that their iiiterests, aiurnot those 
of Fndia alone, should be allowed#(!onsideration. 

In the second alternative, India would main- 
tain her import ’duties on British and (V)lo\iial 
goods, at such lojv general rates. e(jual to or 
soQiewhat less than that in force* at the time as 
might be required for revenue i)urpos(*s, and 
would impose a slightly higher rate on foreign 
gepds, sufficient to* give the f<u*nieiM'lass a pre- 
ference of 25» per cent, or there^abouts. 'fhe 
result jf this alternative might be of ai)pi'<*ciable^ 
advantage tq the Unitad Kingelom. But so.far 
as India was concerned, the balance of advantage 
wa^distinejily adverse ; because, in tin* first place, 
the Government of India might be forced to 
shape their policy not in accordaina* with then * 
own needs, but according to the intcn*sts and 
demands of other constituents of the Empire ; and, 
secondly, they would lose a portion of the revenue 
which they received at the time from British 
and colonial imports, and it would l>e extremely 
difficult to make up^ the deficit by enhanced 
duties on foreign goods. The Government 
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‘also pointed out that the last anfl greatest 
.source* of injury toi Tndiaf w«uld,1)e retaliation 
by foreign cofliitries. And in this conn^tion 
they emphasised the Dact fliat India was a debtor* 
country, and the only means consistent with 
national solvency of discht^rging this obligation 
lay in the preservation of a substantial excess 
of exports over imports. 

The Government of Indhf summarised their 
conclusions ^as to the question o£ the participa- 
tion by India in a policy of preferential tariffs 
within the Empire, thus : 

“ Firstly, that without any such system, India 
already enjoys a large, and probably an ex- 
ceptionally large, measure of the advantages of 
tlte free exchange of im|]ft)rts and exports. 

Secondly, that if the matter is regarded, ex- 
clusively from an economic stand-point, India has 
spmetJiing, but not perhaps very much, to offer 
*to the Empire ; that she has very little to gain 
in return ; and that she has a great deal to lose 
or to risk. 

Thirdly, that in a financial aspect, the danger 
to India of reprisals by foreign nations, even if 
eventually unsuccessful, is so serious and their 
results would be so di^trous, that we should 
not {)e justified in embarking on any new policy 
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of the kind unless assured of benefits greater and 
more certain than any which ^ave,^o far, present- 
ed themselves to our n^ind.”' • 

Nor step was taken by the Governfnent of 
India in the direction of preferential trade until 
1919, when a Bill was passed imposing a duty 
on hides and skins coupled witli a rebate • in 
favour of Great Britain, the Dominions and 
oth^r British Possessions. This was suspected 
by the public to be a measure involving a 
principle of more than fleeting interest, but the 
Gojernmeut of India* denied that it was proposed 
as part of a schtme of Imperial Preference. 

Near^ two decades have elapsed since the 
Government of India e;(pressed their views 911 
the question. In the meanwhile, there have 
been* a gre^ increase in the volume and extent 
of the foreign trade of India and a considerable 
change in its direction. The character of IndiaV 
commerce has, however, remained substantially 
unaltered. An examination of the present situa- 
tion confiiTOS this opinion. But here we 
are confronted with a difficulty. The abnormal 
conditions created by the war still subsist to 
'Some extent, and it wUl be some time before 
they give place to normal conditions. The 

‘ Letter, deted 22nd October, 1903, Cd. 1931. 
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annual* statistics relating tQ Indian <;racle, there- 
fore, have to bf usei, for purposes* both of com- 
parison and forecffet, with. a certain* amount of 
reserve and circumspection. 

The approximate total value of the annual 
foreign trade of India may l)e taken as Rs. 650 
croi^s of which eJeports are worth about Rs. 350 
crores, and imports Rs. 300 crores.‘ Nearly 
61 per cent, of the imports comes from jhe 
United Kingdom, 5 per cent, from the rest of 
the British Empire, and 34 per cent, from foreign 
countries. *As for exports, 'nearly 22 percept, 
goes to the United Kingdom, about the same 
percentage to the other countries of the gmpire, 
and 56 per cent, to foreign coui\tries. India 
does not import goods in considerable quantities 
from«any of the Self-Governing Dominions, While 
Australia is the only Dominion to which Indian 
6ommodities are exported in any appreciable 
amounts. It is worthy of note that, as compared 
with the figures of 1903, wljile there has been a 
steady and continuous increase in the amount of 
imports from the United Kingdom, there has been 

‘In 1920-21, the total value of the foreign trade was Ks. 6^4 crorai, 
of which exports were worth 292^ crores, and impost!, 861|. 
l^eae figures were, however, whplly abnormal. The figaree for ^ 
1919-20 may be said to have approached more oloeely to the normal, 
being Bs. 3db crores for imports and Bs. 846t crores for exporti, 
VMetJievieio of the Trade of India^ 1920-21. 
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a decrease in tl^ proportionate share of that country 
in the import trade* of India. < The same remark 
also il^plies 4io the reit of the^^ Empire. As for 
exports, there has J)een a g^' 4 >wth in the, volume 
of the trade with the ITnited Kingdom, but a 
decline in percentagea, while tln‘ other countries 
of the Empire, taken ,together.^ have increased 
their total as well as their proportionate share. 

Coming to the character of the foreign trade, 
we lind that the bulk of India's imports from 
the United Kingdom consists of manufactured 
goods, while much, the greater [wirt of* her 
exports to that country consists of either articles 
of food or raw materials for industries. This 
is true^lso, to a greater or less extent, of the 
trade with the Self-Governing Dominions, jute 
manufactures being almost the only exception. 
The goods supplied to India by the United King- 
dom and the Self-Governing Dominions gewraljy 
compete with the products of foreign countries ; 
but commodities exported from India to the 
United Kingdom afid the Dominions comi>ete 
only in a few cases with commodities from other 
countries. For instance, in the rice trade with 
the United Kingdom, India holds her own ; in 
tw, Ceylon comes next "to India ; in coffee, there 
is siicoessfuLcompetition ; in wool, Indil lags far 
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behind the Dominions ; in jute, India has^ a 
world’s monopoly ; i|i seeds^generaljiy, she has the 
bulk of the iftarbet, although in ^cotton t seed 
India anjji Egypt are^kixlo*se competition, and in* 
Jinseed, Argentine is a keen rival ; in hides, India 
holds her own * Canada imports from India jute 
manufactures, tea, lac and shellac, and exports to 
her motor-cars and some miscellaneous^ articles. 
South Africa’s purchases from India consist of 
rice, cotton piece-goods and tea, while 'her 
exports to her are negligible. Australia takes 
from India jute manufactures, rice, vegetable oils, 
tea and coffee, and sends horses, railway plant, 
and oilman’s stores. New Zeafand purchases 
from India jute manufactures and sells h#r a few 
miscellaneous articles. The trade of India with 
the^ other British possessions is more important 
than* with the Dominions. Ceylon imports 
from India rice and other food grains, seeds and 
jute manufactures, and exports to her metals 
and spices. The imports of the Straits Settle- 
ments from India con.sist of* rice and other food 
grains, cotton yarns and manufactures, jute 
manufactures, seeds, and tobacco ; while the chief 
exports to India are mineral oils, spices, and 
dyeing and tanning substances. Sugar is the 
prinqipalfarticle of import from Mauritius, while 
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fotd-grains apd jute manufactures are the chief 
exports to that colbny ^ 

us liow see whetlier,\ as tilings staiai 
at present, Great Jfritain hfta anything to offer to 
India under a scheme of Imperial PreferenciN 
In order that India may derive any benefit from 
such a policy, preferenQes must be given in Gjeat 
Britain to goods which are purchased by her 
from India in considerable (juantities. Such 
commodities are raw cotton, hide.^ and skins> 
jute (raw and manufactured), lac, rice, raw 
rubber, seeds, tea, wjieat, raw wool and minerals. 
Oi^ these, rice, wheat and tea are articles of food, 
and any preferences in respect of them would 
mean tlie levy of duties or increase in the rates of * 
duty on imports of these articles from countj jes 
oth^r than India. This would result in a ritc‘ of 
the cost of living, which is hardly likely to be 
tolerated by the people of a democratic country ^ 
like England. There is at present a small pre- 
ference granted to India in respect of tea.- 
All the other articles mentioned above are raw 
materials for industries. As prices of manu- 
factured goods depend largely upon the prices 
of raw materials, preferential duties levied gn 

* Vide Review of the Trade of India, 1920-21. 

*The rate of duty on tea was reduced a few months ajro. • 
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them v^ould lead to ai^ increase of, proauctioa- 
costs.* As ail eminAit colonial statesman puts 
it, “ a great manafacturiijg count»y suctf avS 
Great Britain would be mad to, impose a ta» on 
i*avv materials ffom which she manufactured her 
goods for export.” ‘ Such' a possibility was 
definitely brushefl aside by the. late Mr. Joseph 
Chamberlain, the greatest advocate of Imperial 
Preference, who said on one occasion, “ I repeat 
in the most explicit terms that I dfl! not propose 
a tax on raw materials 

The only ‘’manufactured product imported by 
England from India is jute. But, in this respect 
the only rival is Dundee. No preference is thus 
‘possible in regard to this article. The*" other 
imports from India are of comparative insig- 
nifidance, India's trade with the Self-^overuftig- 
Dominions is, as we have already seen, small, 
,and the preferences now given by them are not 
of any appreciable use to her. Nor is an 
extended scheme likely to bring her much profit. 
The other British Possessioiis may be ignored 
for our purpose. They are subject countries^ 

‘ J. A. Hobson says, ** It will be impossible to advocate any new 
import duties npon either foods or raw materials, in view of the . 
world shortage likely to exist for years to come. With this 
a<ttnis8ion virtually disappears the substance of Imperial Prefer* 
enCe.” Tamtion in Netv State, pT 140. 

.The extract is from a speech of Sir William Lyne quoted in^^ 
Curre^’s BriHeh Votonial Policy, p. 246. 
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au(J their trade activities, are directed luit in 
their own interests, but in tlfe interests of other 
Rations. 

Great Britain and the fteminions ln#\’e thus 
verv little to offer to India under a scheme* 
of Imperial Preferenhe. Let us now consider 
whether India cau offe» any ad\inntages to thi>se 
countries! The most important classes of goods 
imported by India from England are : cotton 
manufactures, * chemicals, building* materials, 
leather manufactures, hardware, scientific instru- 
ments, iron and sttel manufacturcfi, alcoholic- 
liquors, motor-ijars, railway plant, machinery, 
rubber manufactures, soap and toilet recjuisites, 
stationery articles, woollen manufac-tures, and 
cigarettes. Some of these classes of goods compele 
Witfi* goods, of loc^al manufacture, and, with ihe 
industrial progress of the country, many more 
classes will also begin so to compete! No^ 
advantages can, of course, be given to Great 
Britain in respect of them. India is now alx)ut 
to adopt a system* of protection, and it is 
necessary to consider how far it is imsible to 
reconcile such a system with preferential tmde. 
As a recent writer puts it, ‘‘a policy of protec- 
tion for producers in any case involves some 
check to the flow of competing imports, whilst 
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the grant of preference will quickep this flow.* ^ 
No !^iep should^ therefore, be'takSn which may 
even in the slightest measure neutralise the ^ect 
of the protective policy of IndU. 

» There are other classes of manufactured goods 
imported from Great Britain which compete, not 
with the indigenous manufactures, but with 
the commodities of such countries as the United 
States, Germany and Japan. If preferences are 
to be granteil in respect of these, they will take 
one of the two following forms. Either the 
duties on goods imported from England may be 
lowered, while retaining the duties on goods 
from other countries at the existing rates ; or 
^a surtax may be levied on goods from foreign 
countries in addition to the existing duties, 
while keeping the duties on British geods 
unaltered. In both these cases, however, the 
, ^^ecult \vill be a loss to India. In the former, there 
will be a sacrifice of revenue ; in the latter, a rise 
in prices. Similarly, in the matter of exports, a 
policy of preference is likely to be detrimental to 
Indian interests. If a higher rate of duty is 
levied on exports to foreign countries than on 
ejcports to Great Britain, India will run the risk 
of losing some of her markets. On the othei 

‘ Omrfory, TaHjfs, p, 295. 
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hand, if a rebate is granted to exports to Great 
Britain without clianging *tliye rate of the •export 
duty# payable by foreign cowntiles, the Indian 
exchequer will suffer. • 

Great Britain, of course, will derive much 
benefit from preferential relations Between herself 

and India. Such relations will not only afford 

*. * ® • 

a stimulus to British industry, but will (juicken 

the entrepot trade* of Great Britain which is of 
immense valuQ to her. If substantit^l preferences 
are granted in India to imports from Great 
Britain, the people of the latter country, taking 
advantage "of such duties, will act as middlemen 
in respect of goods not produced within her 
bordersp So also, in the matter of exports, they 
will act as yiternrcdiafies between Indian pro- 
ducers and foreign purchasers. Her experience 
in regard te the preferential duty on hide.< and 
skins cannot but serve as an object-lesson to Jndm. 
The grant of the rebate of ten per cent, places 
leather manufacturers in foreign countries in an 
unfavourable positicyi as (iompared with British 
manufacturers, and the former are thus driven to 
purchase their raw materials elsewhere. 1 1 is also 
believed that a considerable part of the raw hides 
and skins exported to G^eat Britain finds its way 
to' other countries, to whom it is more profitable 
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' to buy such goods through Great Britain than 
direct from India. seems a bit unreasonable to 
compel India to incur loss in order that sh^ may 
give middlemen’s {jrpfits 'to the people of Grea^ 

, Britain. 

Another ijnestion to be considered in this 
connexion is the possibility of retaliation by 
foreign (jountries whose interests may 1)(‘ 
adversely affected by inter-imperial preferential 
trade. It is true that these coipi tries are in- 
terested in obtaining India’s raw produce. But 
some of India’s raw products compete with 
similar products of other (countries, and differen- 
tial duties may, in other cases, ^liive purcliasers 
to seek substitutes. It is souJetimes .'^pggested 
that, in case of retaliation, India piay hit t>ack 
again by levying heavy duties on the manufac- 
tured goods imported from the retaliating V.oun- 
triea. But it is not improbable that India will 
hurt herself in trying to inHiet harm on others. 
Besides, such a policy may land her in a complex 
and long-drawn series of far iff wars the end of 
which it would be difficult to foresee. Retaliatiom 
therefore, is a real and serious danger, which 
should be kept in view in considering the ques- 
tion of Imperial Prefei;ence. 

India can only be asked, with some show ol 
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reason, to adopt a policy of Imperial PreferonOe 
if a gain can*]>e agsu^ed tt) her to eomiteiJjy lance 
the ^rolmble loas resulting fern* such a j)()li(*y. 
But, as weliave already !^en*(lreat Britain lias 
very little to offer to India, and the risk of reta- 
liation is great. Would it not, flicrefoiv, la* too 
much to expect the people of India r(> “allow 
themselves to he hurried blindfold to the goal 
at which the prfte will he distributed to tindr 
inevitable di^iad^'antage 

As a business proposition, therefore, Imperial 
Preference cannot be supported from tin* Indian 
peint of ^iew, however desirable it may be from « 
the standpoint of Great Britain. India’s trade 
with ^he Dominions is exceedingly small, and, 
may be leftout of accdhnt. As a matter of fact, 
the advocates of [mperial Preference always Jook 
at the question from the British and (kdonial, 
and not the Indian, standpoint. Even persons 
who ought to feel grateful to India for what they** 
owe her have the same narrow vision. Sir Koi)er 
Lethbridge, for inslance, said not ver\' long ago : 
“In any reasonable scheme for the commercial 
federation of the British Empire, India must 
occupy the chief place after the mother cx)untry. 
At this moment, among the con.stituent States 

* Lord Crewe’s speech, 1914. 
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of the Empire, she is at once the largest pr^dijper 
of foofl and raw material, nnd oriQ^of the largest 
consumers of* manufactured products. # And 
potentiajly, with l\e# 3(ft),000,000 of thrifty,* 
findustrious, and progressive workers, she is a 
commercial unit of greater importance in the 
wqrld, whether for exports or for imports, than 
almost any other.” ^ Evidently, the injportance 
of India is not for her own sake, but for the sake 
of the Empire. And she is destined for ever to 
remain a producer of food and raw materials and 
a buyer o^ manufactured products. It is thus 
clear that in spite of all his professed Yriendlifiess 
to India, it is the interests of England that he 
has l eally at heart. 

"Sir Montagu Webb, one of the <most success- 
ful. European merchants in India, after describing 
the 'necessity for intelligently controlling the 
resources of India for Imperial ends, says in the 
concluding chapter of his interesting brochure : 
“ This being so, our duty in India is plain. We 
must join our voices t(»» those ‘of Canada, 
Australia, New Zealand and South Africa in 
pressing upon the people of the United Kingdom 
the expediency of modifying their present 
tariff so as to .utilise effectively the many 

^ ln4io and Impenal J^referetice. 
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• opportutoities which the Empire now offers of 
. strengthenings the positiop not only of^Great,^ 
Britain itself, 'but' of the •British Dominions 
throii^hout the world.” ' \ 

This brings us jbo the political aspect of the 
<|uestion, Indians are often askc^l to consider* 
preferential trade froifi the Imperial, ratliei* than 
the local, stand-pgint. • Sacj’itice, say the adfii- 
cates of su(‘Ji a policy, is the pri<a* of Empire. 
But whose Empire ? Within the British Empire 
five different Varieties of political * status arci 
distinguishable. In the first «*atcgory stiinds 
Great Britain, who ^lot only goveriVs herself, 
but rules the greater part of the Enipire. Then 
come the 8clf-Governing Dominions, which are 
practically independent pf outside antiiority, sp 
far as their internal affairs arc (toncjuned. The 
othetColonies come next, which, thofioh .subject 
to Great Britain, possess leprc^seiitative institu- 
tions, In the fourth cjass stand the dependen- 
cies and possessions, which are in a. state of 
complete subjection, and are autocratically go- 
verned.- India stands as a eJass by herself; She 
8 still a dependent country but has been pro- 
mised full self-government. 

In addition to <lifferenees in j)oliticaI ' 

* India awl the Kinpuc, p. Irta. 

Q 
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.Status, there are diflferences of race and* colour, 
which introduce further complexy^ies into 4he 
situation. An Imperial an^e of vision may 
come natural arv? easy to the people offrreat 
Britain® and the ®^hite inhabitants of the 
•Dominions and Colonies, who feel pride in 
belonging to an Empire •t)ver which the sun 
neiver sets. Biu^ the subject races cannot feel 
anything but huniilitation in thinking of an 
Empire which has deprived them of their 
freedom and exploited their ' resources ** for 
purposes other than their own. The British 
Empire isc sometimes described as a Common- 
wealth of Nations. But it looks a misnomeb to 

t 

describe an aggregation of .countries as a 
Commonwealth, three-fourths of which are 
treated merely as “ Estates”. However striking 
the idea of an Imperial Zollverein may be tfe the 
imaginatum, it must remain an absurdity so 
^ long’as the different countries remajn separated, 
not merely by long distances, but by feelings 
an<l prejudices based on race, colour, and 
political status. * 

So far as India is concerned, Imperial Pre- 
ference is not a practical proposition at the 
.present moment. The question rests largely on 
sentiment. But to app^ftl to Indian sentiment 
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in the ekisting state of things in the country is*, 
to •mftread h«man nature. Some may ^ even 
regard such an 'appeal as an attempt to add insult 
Jio injury. When th^ advocates of Imperial 
Preference point to ■the attitude of tlic Dominions, 
they forget the essential difference between* 
those countries and India. Preferential trade 
between Great Britain and the Dominions is Tin 
‘ arrangeihent between friends a ‘ negotiation 
between kinsmen’ by which both* sides are to 
gain and neither to lose.* But *t is quite 
different with India. Economically, India is 
still a field for expJbitation by foreij^ners, and 
politically, her status is still that of a dependency, 
while the Domirtions enjoy full self-government 
both in the j)olitic|il and the economic sphere;. 
Th^ Pominions first began to think of giving 
preferences .];o Great Britain long after they .had 
been conceded the right of full responsible 
government.’ Nobody dares now to question 
their right to grant, withdraw, or vary of their 
own will and at thejr own pleasure, any pre- 
ferences they like. It is true that fiscal autonomy 
has in theory been granted to India. But fiscal 
autonomy can only be real when it is associated 
with political freedom. ^ 

' Vid* Curroy, BritUh Colonial Pdi^, p. 261 ^ 
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.. The essence of a sacrifice is that it should b( 
made jn a willing manner. ^ In ordei' that a^poTic] 
of Imperial preference may lead to greate 
solidarity among the ccupiponent • parts of tin 
Empier * preferencefti should fee given by* eacl 
'country of her^own free will. But so long as Iiidij 
remains a subject countr/, any gifts made I)] 
hei* will be opc^i to the*suH|>icion that they ar< 
‘forced gifts’ like the ‘ bcoevoleiices * grante(. 
to English Kings in the Middle Ages. Am 
such susphhon is likely to * intensify tin 
discontent of which there is already far to( 
much in • the country. • Besides^ Imperia 
Preference forced on the people under presen i 
C/ir(5umstances is likely to make» them regard i 
as another expedient d^^vispd for the furthe 
exploitiition of the country. It would, indeed 
be/ extremely unwise to take a step whi»fi ii 
<mlculated to embitter feelings and strengther 
.jA’ejudices, and which may easily learl t( 
disastrous coiiseijuences. 

The main principle whiidi knits together th< 
different parts of the Empire, said a Britisl 
statesman the other day, is freedom. If thi 
principle is applied to India, the result will h 
.the same here as it has been in the Dominions 
As soon as Inc^a attains Tull self-government, ; 
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community of intej-ests wHl^ grow up bc4yeeii 
her ^nd the other units of the il derAtion, and 
4here is no * doubt that ^he *will signify her 
attac&ment to the ’Common wealth of Nations by^ 
agreeing to a poHcy of preft!reiitial trade 
relations. 

The question has now been discussed from the 
Indian and Imperial points of view. But a word 
must be said, about its international aspect. 
Preferential trade within the Empire would be 
beneficial to all parties so far as it would help 
to develop -the resources of its component parts 
to tlie fullest e^^tent and enable them to defend 
themselves against their enemies. But there is 
no reason why the British Empire should attempt 
to bp* absolutely, self-sufficient. Mutual depejn- 
dence of alL countries upon one another ought 
to be the goal. Whether in economi(;8 or 
in politics/ the essential unity and the ' 
common good of mankind must be kept steadily 
in view. It is only as a partial league of 
nations that a large aggregation can be sup- 
ported. The Britannic Commonwealth of Free 
Nations, if properly constituted, may be a step 
towards the federation, of the world. But a 
self-sufficient Empire, conscious of its excess of 
economic strength and guided by selfish aftd 
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narjQOw ideals, would* be a da^iger to the freecfom 
of weak natioSis and a menace to the pe^e of 
the world. 
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RATES OF DUTY I.EVIHO IN (.REAT URII aTn ON I HK 
IMPORTATION OF^C.OODS FR^M INDIA 

*27 OEO. .2, i'. 13— (CONSOLIDATION) 


Description of nnuinfacUircs 


• Duties levied 
on maniifaC' 
tures of 
^f^it^8h India 




£ 

s. 

d. 

Dimity 

])cr yard 

0 

1 

6 

aiidj)e8idc8 

per £100 value 

16 

10 

0 

Calicoes, plain white 

, per piece 

0 

5 

3 

and besides 

for £100 value 

16 

10 

0 

Cottbn Yarn * 

[jer lb. • 

0 

0 


Cotton MamffaiJtures not enumerated 


* 


per £100 value 


50 

0 

• 

0 

Muslins, plain ? Nanquin 

Cloths, Muslins or 



9 

white Calicoes, flowered or stitched pei 




£100 value 


18 

0 

0 


The following additional Duties on the afsive Rates were 
iniposed by the undermentioned Acts. 

37 Geo. 3, c. 15 £5 p. c. 

37 Geo. 3, c. 110 p. c. 

38 Qeo. 3, c. 76 £7 per 100 lbs. oif 

Cotton Yam 

£$ p. c. on ^other 
goods ,# • 


24 » 
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39 fijlb. S,T. ^9 . 

. j' . . * 

Repeals existingi Duties oi^ (ioods, tbe Produce and^^ 

Manufactures of the Eapf Indies, ^xcept the Additional 
^Duty imposed per 38 (too. 3, C 76, and levies. 


,On Warehousing 


£» s. d 

Muslins; plain ; Nanquin cloths, 

Muslins, ‘ white Calicoes, 
flowered or stitched, per 
.£100vaUie ,7 10 0 

Plain white Calicoes and plain 

white Dimity, ditto 2 10* 0 

Cotton Manufactures not inu- 

merated ditto , ^ ^ ^ 


£ 3 p. c. ad- 
ditional bj 
38 Geo. 3, 
C.76,above- 
rrftntioned. 


For Home Consumption 


, £ 8. d. 

Calicoes, plain white the piece 0 6 8 

and besides per .£100 value 20 19 1 

Cotton Manufactures not enumerated do. 122 4 6 

1 limity, plain white the yard 0 2 0 

and besides per £100 value 22 3 6 

Muslins, plain ; Nanquin cloths, Muslins, 

white calicoes, flowered or stitched » 

per £100 value * 19 13 9 

Nodistinctive rate for goods of British from Foreign India 
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43 G?0. 3^ C.*68 (CX)^SOLIDAT[ON) * • 

I ftepeals bating Di^J^ies and Wvies on warehousing 
East ‘India Goods. 

£ s. d. 

Muslins, plain ; Naii(|uin cloths, Muslins and 
white Calicoes,* flowered or Pitched 
per ilOO value , 7 10 0 

Plain white Calicoes and plain white Dimity 

do. 2 10 0 

Cotton Manufactures noj enumerated do. ^2 0 0 

Pbr Home Consumption 

£. s. M. 

‘CaJwoes, plain white • pcr6,10<) vali^ 60 0^ • 0 

Cotton Manufactures not enumerated do. 62 0 0 

• * •- 

Dimity, plain white do. 60 0 0 

Muslins, plain ; Nanquin cloths, muslins and 
w.hite calicoes, flowered or stitched per 

/ £100 value 20 0 0 

Cotton thread 62 0 0 

Cotton Yarn ^ per lb. 0 0 5 

By 43 Geo. 3, C. 70, 126, lOs. p. c. pr one- 
eighth in addition to the above rates of duties was imp^Sl. 
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, • 49 OEO. 3, (Ct)N.S4)LIl;ATION) 

• . 

liepeais 43 G#o. 3, 58, and* 70 levies on^ 

Warehousing East India i>,<Kls. ,• 


^ € S. (1. 

Muslins, plairf^ Nanquiii clotlK muslins 
and white (/alicoes flowered or stitched 
• £100 \ahie * • 7 10 0 

Plain white Calicoes and plain white Dimity * 

• do. 2 10 0 

Cotton Manufactui'es not cminiorated dg. 2 0*0 

« 


For Home (>)nsymption 


Calicoes, plain white per £100* valuta* 

Manufactures 
of British India 
£ \ d. 

. 51 5 0 

Caps of Cotton 

do. . 64 

0 < 


Cotfon Manufahtures not miumerated 

do. /fi 

0 

. 

Dimity plain white 

do. 61 

5 

0 

Mi|slind plain ; Nan(|uin cloth, muslins and* 

* white calicoes flowered or stitched per 
£100 value 20 

10 

0 

Cotton Stockings 

do. 64 

0 

0 

Cotton Thread * 

do. 64 

0 

0 

Cotton Yarn 

per lb. 0 

0 

6 


111 addition to the above permanent duties, a war duty ot 
£83 6s. 8d. p.c. on one-third of their amounts, is levied 
* in the same Act. . 


This v(ar duty continued per 55 Geo. 3, C. 53 and made 
r^roetiiftl ner 66 Geo. 3. C. 19. 
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Repealn all extbtijig ^Cuafconis import Duties, and* levies. 

For jjoinc Coiffigmptioii • 


* %.Manu{;ic lures o^ 
•British India 





i* 

s. 

J. 

Calicoes, plain white* 

poi‘ tlCHi 

.value 

67 

iO 

*0 

Calicoes, white, flower§d oi 

• stitched 

.lo. •' 

^37 

10 

0 

Caj^ of Cotton 


.If). 

67 

•10 

0 

vVrticles Manufactined of ( 

'ottoii 

do.* 

67 

10 

0 

Dimity, plain white 


do. 

67 

10 

0 

Muslins, plain, or if Howg e 

(1 OI stilcln 

I'd .|o. 


10 

0 

Nauquiii Clo'tlis* 


do. 

37 

10 

0 

Shawls of Cotton * 



67 

10 

0 

Stockings of Cottofi 



67 

10 

0 

Thre^ul of ( ^)ttoii ^ 

• 


67 

‘ 

0 

.Yarn of Cottoff 


per llj. 

0 

1 

*3 



APPENDIX B 

r » v' 

RATES* OF DUTY LEVUsii IN BRI’li;^SH JNDI \ ON TH*!!: 
IMPORTATION OF BRITISH AND FOREIGN COTTON 
^ GOOPV PROM THE EARLIEST PERIODS 

PRESIDENCY Ol' BENGAL 


From 

1773 
0 1778 ^ - 

17^r/ - 
1797 - 

1810 - 
1811 
1815 

UNITED KINGDOM - 
Foreign 

1817 

Ujiited Kingdom - 
Foreign Europe 
Other Goods ,, 

• 18-25 

United Kingdom or other 
«Brit1sh Possessions 
foreign Europe 
Other Foreign - • - 
1836 

United Kingdom or other 
British Possessions 
Foreign 

1845 

United Kingdom or other 
c British Possessions 
Foreign 


British Botteius Foreign Bottoms 
p. C, 

7 p. C. 

‘2^ p. 

3i p. c. 

7h p. e. . 

7JpiC. 15 p. c. 

2^ p. e. ^ 5 p. c. , 

5 p. e. f 10 p. c. 

p 6. •’ip. c. 

5 p. (;. 10 p. C. 

7'4 p. e. 15“p. c. 


24 p. c. 5,p. c. 
5 p. 0 . 10 p. c. 

7^ p. c. 15 p, c. 


3J p. c. 7 p. e. 


5 p. e. 10 p. e. 

10 p. e, 20 p. c* 


^54, . , 



i'AffllDENCT OF FO*' ST. OEORGE 

Prom • 

British pottoms Poreiffu 

1.80.t ■ 

6 p. (\ 



m ^ P- 

• 

IK? •>. 

• 

16 p, r. 

1 


UNITED KlfcMiDUM - 

P-^ 


Foreign Europe 

:» p. e. 

•10 p. ('. 

• 

^ 1819 

linked Kiiigftonib 

'2h p. e. 

, p *^'* 

Foreign Europe; 

5 p. e. 

10 p. e. 

Other F(j^3ign (rooels 

S p.e. 

16 p. c. 

1814 

Uiiit«d (flTi^loni or other 

British Possessions 

.•t\ II. c. 

7 }). e. 

Other plaees 

7 |i. r. 

1 4 p. c. 

1846 

^United Kingdom or other 

British Possessions 

5 p. (. 

10 p. e. 

Other places 

1§ p. c. 

20 p. c. 




1817 

United Kingdom • 2if. c. ^ 

Foreign Kuropo c^- - -Hp. c.j H P- do, 

e 

1838 ' ‘ 

United Kingdom or other t 

British Possessions 3.^ p. c. 7 j). c. 

Other places - - 7 p. c. Up e. 

c ir>'^ 

. 1876 

United Kingdom or other 
British Possessions - 6 p. c. 10 p. c. 

Other places 10 p. 20p. c. 









